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INV ESTIG ATION  AND STUDY OF TH E FED ERAL HOME 
LOAN BANK BOARD 

(P art  3—Atla nta,  Ga.)

FR ID AY , AUGUST 11, 1961

H ouse  of R epr e se n t a t iv e s ,
S pe ci al F ede ral  H om e L oan

B a n k  B oard S ub co mmit te e 
of  t h e  Com m it te e  on  G ov er nm en t O pe ra ti ons,

Washington, D.G.
The subcommittee met, pursuant to call, at 10:05 a.m., in room 

100-B, George Washington Inn, Hon. John E. Moss (chairman of 
the subcommittee) presiding.

Present: Representat ives Joh n E. Moss, Chet Holifield, Neal 
Smith, and George M. Wallhauser .

Also present: David Glick, counsel; Orville J.  Montgomery, coun
sel: Sidney McClellan, counsel: Ed ith  T. Carper, research analyst; 
and John  P . Carlson, m inority  counsel.

Mr. Moss. The subcommittee will be in order.
Today we are opening hearings by a Special Subcommittee of the 

Committee on Government Operations. This subcommittee was 
established by Chairman William L. Dawson durin g the 86th Con
gress to inquire into actions by the Federal Home Loan Bank Board 
affecting the Long Beach Federal Savings & Loan Association. Ex 
tensive hearings were held on this subject durin g the last session of 
the Congress and 2 additional days of hearings were held during 
Apri l of th is year.

During the course of those hearings and subsequent thereto, the 
subcommittee received a substantial number of complaints from offi
cers of other associations in various areas of the country. These 
complaints, which were received by Members of Congress and others 
and referred to this subcommittee for attention, reported what ap
peared to be serious deficiencies in the supervisory procedures of the 
Home Loan Bank Board. Accordingly, on June 8, 1961, Chairman 
Dawson of the parent committee directed  a broadening of the inquiry  
then underway and instructed the subcommittee to—
und erta ke a comprehensive inquiry, study , and investig ation  of the  ope rations  
of the Fed era l Home Loan Bank Board , the Fed era l Savings and Loan Ins ura nce 
Corpora tion, and  the  Fed era l home loan banks. This  stud y should include or
ganization . prac tices , and procedures, as well a s the  B oar d’s relat ion ship to oth er 
departm ents  and  agencies of Sta te and  Fed era l Governments.

This 3-day series of hearings  is designed to develop furt her  infor
mation on the practices and procedures employed by the Home Loan 
Bank Board in regula ting the activities of federally chartered insti-
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tutions as well as those operating  under State  charters and insured 
by the Federal Savings and Loan Insurance Corporation.

In a report adopted last year, the House Government Operations 
Committee expressed the view th at the Board should by regulation 
establish uniform criteria for association management. Because of 
the complexities of operation of the savings and loan industry, it is 
imperative tha t there be uniformity  in the exercise of supervisory 
and regulato ry responsibility and authority.

Complaints received by this subcommittee to date indicate th at there 
is a wide dispar ity in the application of supervisory policies and prac
tices on the member institutions. This subcommittee will develop the 
actual experience of some of those who are subject to supervision and «
regulation  by the Federa l Home Loan Bank Board.

For  the purpose of  aiding the subcommittee in developing the facts, 
we will hear  from the following witnesses in itiall y:

Mr. George W. West, chairman of the board, F irs t Federal Savings 
& Loan Association of Atlan ta, Atlanta , Ga.

Mr. Robert R. Mullen, president of the Alice Savings & Loan Asso
ciation, Alice, Tex.

Before calling the first witness, I  would like to  recognize Mr. Clar
ence Smith, assistant to the Federal  Home Loan Bank  Board for a 
brief statement  on behalf  of the Board. This  is a t the  request of the 
Chairman of the Federa l Home Loan Bank Board. Mr. Smith.

Mr. Clarence S mith. Mr. Chairm an and members of the commit
tee, at the  request of Chairman  McMurray, I  am to express the  regret 
of the Board tha t it cannot be here in person. There  are so many 
matters of pressing importance  requiring the ir immediate personal 
attention that unless the committee desires specifically tha t they be 
present, they will not attend the  hearings. They will have Mr. Trevas 
here, and I will be here, and other representatives of the Board.

He d id want me to say that the Board is following with keen inter
est the record developed here at this  hearing, and to also assure the 
committee of the Board’s fullest cooperation in developing that record.

Now tha t I  have conveyed the message, with your permission I 
would like to introduce some of  the Board’s s taff and others who are 
here, if  tha t is satisfactory.

Mr. Moss. I think  it  would be very helpful i f you would introduce 
them.

Mr. Clarence Smith . From our  legal department we have the Gen- 
eral Counsel, Mr. Creighton, and two of his assistants, Mr. Trevas and 
Mr. Sloane.

From our Division of Supervision, Mr. Wyman, with two of his 
assistants, Mr. Broull ire and Mr. Ki lmer. >

From our Division of Examinations, Mr. Walters, who has with him 
the chief examiner of Lit tle Rock, Mr. Chastain; and the chief ex
aminer from Greensboro, Mr. Harbison, and one of h is assistants, Mr.
Dorine.

The president of our Lit tle Rock Bank, Mr. Oakes, is here; Mr.
Foga rty, the president of the Greensboro Bank, will be here Monday.
Pr ior  commitments did no t make it  possible fo r him to be here today, 
but he will be here Monday.

Tha t is all I have to  say, and thank you very much fo r the oppor
tun ity of getting  this into  the record.
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Mr. Moss. Thank you, Mr. Smith.
It  will not be necessary a t this  time for the  purposes of the hea rings 

to have members of the  Board present. I wan t to acknowledge the 
very fine cooperation that  we have been receiving from the Board.

Mr. Clarence Smith. Thank you very much, and I will tell the 
Board.

Mr. Moss. At  this  poin t I would like to introduce into the record 
the four  exhibits which bear upon the directions to this subcommittee 
and the authority  for  its investigations . Is  there objection? He ar
ing none, they will be included at th is point in the record.

(The exhibits Nos. 1-4 referred to follow:)
Exhibit No. 1.—Letter From Hon. William L. Dawson, Chairman, House

Government Operations Committee, to Albert J . Robertson, J une 2, 1960
House of Representatives,

Committee on Government Operations,
Washington, D.C., June 2,1960.

Hon. Albert J.  Robertson,
Chairman, Federal Home Loan B ank Board,
Washington, D.C.

Dear Mr. Chairman : Under authority  of law and rule XI, 8 of the House of 
Representatives this  committee is charged with responsibility for, among other 
things, studying matters of Government organization, public accounts, and 
the operation of Government at  all levels.

I have appointed a subcommittee of five members and have authorized and 
directed the subcommittee to inquire  into the recent action of your Board con
cerning the Long Beach Federal  Savings & Loan Association and into such 
other m atters concerning the functions,  powers, and duties of the Federal Home 
Loan Bank Board and the Federa l Savings & Loan Insurance Corporation as 
the subcommittee deems necessary and relevant.

Representative John  E. Moss of California, chairman of the subcommittee, 
will communicate with you regarding the committee’s plans.

Sincerely yours, William L. Dawson, Chairman.

Exhibit No. 2.—Letter From Hon. William L. Dawson, Chairman, House
Government Operations Committee, to Hon. J ohn E. Moss, March 7, 1961

House of Representatives,
Committee on Government Operations,

Washington, D.C., March 7, 1961.
Hon. John E. Moss,
House Office Building, Washington, D.C.

Dear Colleague: At the organization meeting of February 15, 1961, I an
nounced that  existing special subcommittees not specifically discussed at  the 
meeting would be continued in order to enable them to complete the studies  on 
thei r agenda.

This is to notify  you tha t the Special Subcommittee on the Home Loan Bank 
Board is being continued for the purpose of carry ing out its  study and investiga
tion of the seizure of the Long Beach Federal Savings & Loan .Association 
by the Home Loan Bank Board in April 1960 and of mat ters relat ing to or  resul t
ing from such seizure.

The members of the subcommittee, in addit ion to yourself as chairman, will 
be Hon. Chet Holifield, Hon. Neal Smith, Hon. George M. Wallhauser, and Hon. 
Clare E. Hoffman.

Sincerely yours,
William L. Dawson, Chairman.
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Exhibit No. 3.—Letter F rom H on. William L. Dawson, Chairman, H ouse Gov
ernment Operations Committee, to Hon. J ohn E. Moss, J une 8, 1961

House of Representatives, 
Committee on Government Operations,

Washington, D.G., June 8, 1961.Hon. J ohn E. Moss,
Chairman, Special Subcommittee on the Home Loan Bank Board,House o f Representat ives,  Washington, D.C.

Dear Colleague: The Special Subcommittee  on the  Home Loan Bank Board was created dur ing the  86th Congress to  inqu ire into actions of the Fed era l Home Loan Bank Board in connection with  the  Long Beach Fed era l Savings & Loan Association and into  such other mat ters involv ing the funct ions, powers, and duties of t he Board and the  Feder al Savings a nd Loan Insura nce  Corporation as the  subcommittee might deem necessary  and relevant. As you were notified by let ter  of March 7, 1961, this specia l subcommit tee was continued for  the  87th Congress.
Thus far , the  special subcomm ittee has been concerned in its  studies prim arily with  quest ionab le activities and practic es of the Home Loan Bank Board in connection w ith the Long Beach case. In the meantime, the  committee  has received a number of communications from  Members of Congress and others  complaining  of other questionab le act ivi ties of the  Home Loan Bank  Board in connection with o ther savings and loan associations in various pa rts  of the  country , as well as the  general operation of the  Board in exerc ising  its  supervisory responsibil ities.  It  occurs to me th at  it  would be help ful to these Members of Congress, as well as to members of th is committee, if fac tua l info rmation  were  developed concerning  the subject mat ter of these  communica tions and  such other  ma tte rs as may be deemed relevant.
Accordingly, in carryin g out the  committee’s responsib ility to stud y the  opera tion of Government act ivi ties  a t all  levels with a view to determining its  economy and  efficiency, and its  other responsib ilitie s under rule XI  of the  Rules of the  House of Representative s, it  is requested th at  the subcommit tee expand its  effor ts so as to und ertake  a comprehensive inqui ry, study , and  inves tigat ion of the operation s of the  Fede ral  Home Loan Bank  Board,  the Fed era l Savings and Loan Insurance  Corporation, and  the  Federal  home loan banks. This  study  should  include organizat ion, prac tices , and procedures, as well as the Boa rd’s rela tion ship to other dep artments  and agencies  of Sta te and Fed era l Governments.

Sincerely yours,
William L. Dawson, Chairman.

Exhibit  No. 4.—Letter From J ohn E. Moss, Chairman, Special FederalHome Loan Bank Board Subcommittee, to J oseph P. McMurray, August4, 1961
House of Representatives, 

Committee on Government Operations,
Washington, D.C., August 4, 1961.Hon. J oseph P. McMurray,

Chairman, Federal Home Loan Bank Board,
Washington , D.C.

Dear Mr. McMurray : The Special Subcommittee on the Home Loan Bank Board was  created  in the  86th Congress and reco nst ituted in the  87th Congress to inqu ire into  the  actions  of the  Fed era l Home Loan Bank Board in connection with the Long Beach Federal  Savings & Loan Association and such other ma tter s involving the  functions, powers, and  duties of the  Board  and the  Fed era l Savings and Loan Ins ura nce C orporation as the subcomm ittee might deem necessary and relevan t.
Since its  creation the subcommittee has  received numerous communicat ions from Members of Congress and others  making allegation s of quest ionab le act ivities  on the  pa rt of the Board. Some questions have  also been rais ed abo ut the Board’s general  opera tions .
The subcommit tee has  been directed  by Congressman William L. Dawson, cha irman of the House  Committee  on Government Operations, to make  a  comprehensive inquiry, study , and inve stiga tion of the operation s of the  Fed era l Home Loan Bank Board,  the  Fed era l Savings and  Loan Insurance  Corporation , and the Fed era l home loan banks.



STUD Y OF TH E FED ERAL HO ME LOAN BAN K BOARD O

This lette r is to confirm your telephone conversation of August 3, 1961, with 
Mr. David Glick, counsel for the special subcommittee, notifying you of the pub
lic hearings to be held by the subcommittee on August 11, 14, and  15, 1961. The 
hearings are scheduled to  begin at 10 a.m. each day in the hearing  room of the 
George Washington Inn, New Jersey and C Streets , SE., Washington, D.C.

The initial witnesses to be heard include:
George W. West, chairman of the board of the Fir st Federal  Savings & Loan 

Association of Atlanta , Ga.
Robert R. Mullen, president of the  Alice Savings & Loan Association of Alice, 

Tex.
There is enclosed herewith a copy of the news release announcing these hea r

ings.
While it is not contemplated that  the members of the Federa l Home Loan 

Bank Board or its  employees will be called to testify on August 11, you are most 
welcome to attend the hearings. It  is requested tha t the following members 
of the staff of the Board attend on the 11th and tha t these staff members and 
the Board be prepared to testify  on e ither August 14 or August 15:

Mr. Thomas H. Creighton, Jr ., General Counsel.
Mr. John M. Wyman, Director, Division of Supervision.
Mr. L. Walters, Director, Division of Examinations.
You might also consider having present  the presidents of the Home Loan 

Banks of Greensboro and Li ttle Rock.
Sincerely,

John E. Moss,
Chairman, Special Subcommittee on the Home Loan Ba nk  Board.

Mr. Moss. I  would like now to ask Mr. George W. West to take 
the witness chair.

Mr. West, do you desire to be accompanied by anyone or are you 
accompanied by anyone?

Mr. W est, Senior. Mr. Chairman, I have my son here who is the 
president of the First Federa l .Savings & Loan Association. If  you 
will permit  him, I  will sit him here and he will thumb through some 
literature.

Mr. Moss. All r ight , sir.
Mr. W est, Senior. If  you permit,  I  will star t off standing.
Mr. Moss. Will you raise your right hand, both of you. Do each 

of you solemnly swear th at the testimony you are  about to give to this 
subcommittee shall be the truth, the whole tru th,  noth ing but the 
truth, so help you God?

Mr. West, Senior. I do.
Mr. W est, Junior. I do.
Mr. Moss. All r ight,  you may proceed.

TESTIMONY OF GEORGE W. WEST, SR., CHAIRMAN, BOARD OF DL
RECTORS, FIR ST FEDERAL SAVINGS & LOAN ASSOCIATION,
OF ATLANTA. ATLANTA, GA.; ACCOMPANIED BY GEORGE W.
WEST, JR., PRESIDENT, FIRST FEDERAL SAVINGS & LOAN ASSO
CIATION OF ATLANTA, ATLANTA. GA.

Mr. West, Senior. Mr. Chairman and gentlemen, my name is George 
W. West from Atlanta. I am chairman of the board of the Fir st 
Federal Savings & Loan Association of Atlanta .

I t is a privilege for me to come before you and your  committee to 
relate  to you a story of how Mr. Wyman, the Directo r o f Supervision 
of the Federal  Home Loan Bank Board, kicked me out of the Fi rst  
Federal Savings & Loan Association of Atlanta, and how I kicked 
myself in.
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Mr. Moss. Could we have your son id entify himself for the record 
also.

Mr. West, Junior. George W. West, Jr. , president of the Fir st
Federal Savings & Loan Association o f A tlanta .

Mr. Moss. Mr. West, you may proceed.
Mr. West, Senior. I have two sons. My other son is the  president 

of the West Lumber Co.
I have a nephew named Herbert J.  West, and he is p resident of 

the Home Owners Co. I name these two companies because they will 
be involved as I  go along.

I will start  off with the West Lumber Co. because, of course, i t has 
been in business in Atlanta ever since I was born about 1892, and it is 
engaged in the business of selling building mate rial.

Obviously, my fath er started it and it sells all kinds of building 
material. I have worked for it since 1910, and handled principally 
finances during tha t time.

I t is engaged in selling building materials, both wholesale and retail, 
manufacturing  some—it operates under two registered trad e names, 
one Associated Distributors, and one Cash-and-Carry  Building 
Materials.

To tha t extent it has in  A tlanta  eight places of business. When I 
say Atlanta , I mean metropolitan Atlanta,  and it has, since I can 
remember, had as much money invested in mortgages as it has in 
inventory, and tha t condition is about the same today, which is pos
sibly about $890,000 in each.

I t  does enjoy the finest rati ng  th at Dunn can give anybody and, by 
the way, I  don’t believe there is any more secret, there are any more 
secrets, in business. I think I can find out about somebody else for 
$1.50 all I  want to know, and  I  th ink they can find out all I  know for 
$1.50, and who I  am, and also the business they are associated with.

So we have no secrets because I  don’t think we could have any if 
we wanted to.

I  married  in Califo rnia in 1915, and I have been in Atla nta all my 
life tha t I remember, and I don’t think  I moved but three times, to 
my memory anyway.

The West Lumber Co. is in the manufacturing business, to some 
exten t; we start off with a small forestry department. We go on 
through to wholesale, where we sell under one of these registered 
trade names. We actua lly sell up this way paneling, which we manu
facture , and which is our princ ipal manufacture, with 60 different 
species of wood, three -quarter inch solid paneling, and then in the 
cash-and-carry business of  building material, and tha t is heavy build
ing material  sales, we also have a place in Alabama, Tuscaloosa.

Now, in 1924 my attorney at Atla nta was Horace Russell.
I  have attorneys , although I happen to be one myself, having 

passed the bar several years ago just for the fun of doing it, and I 
thin k I unders tand real estate law, in the main, and I don’t try  to 
unders tand many other kinds.

Horace Russell came around to my house in 1924, and had a college 
friend of his with him, Bill Saucier, and he wanted to interest  me in 
a savings and loan business, starting one. And this  association th at 
I  represent today is it.
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It  was obviously a State-charte red association, which we called the 
Fi rst  Mutual Savings Association, believing that  even the name 
“building and loan” would hardly be acceptable, and it was the  f irst 
one in Atlanta since way back in the early days when I could remem
ber as a boy.

This association had some obstacles. One was, of course, to get its 
securities approved by the State insurance commissioner, who hap 
pened to be the secretary of state, a man named McLendon. The 
securities had to be classified by him, and so we were friendly with 
him, and he was friend ly with the savings and loan people as he went 
on, because he himself was interested at one time in south Georgia, 
in Thomasville, in a litt le savings and loan association tha t I didn’t 
know existed.

At the time, there  was probably $40,000 in the whole State of 
Georgia in the savings and loan business; I believe the figures wTere 
90 cents per capita , whereas in New Jersey, where a comparable 
population exists, it was $191 per capita.

So Mr. Russell and I started  off in  this business. Ili s interest  was 
certainly tha t of having another client. He was a young law yer; and 
my business was to see capital  provided for customers of the Wes t 
Lumber Co., and so this association struggled around for many years.

We worked for it  free except for the service we rendered. Cer
tainly I  got nothing  fo r being president fo r many years.

Fina lly, Mr. Russell le ft me to come here to be the general counsel 
to the Federal Home Loan Bank Board , and af ter the Board was prob
ably 6 months old, he was counsel for 10 to 12 years, the record will 
show.

We had another big obstacle in Georgia, and tha t was ad valorem 
taxes on mortgages,  which was at the approximate rate of 4^4 per  
$100, so obviously it  was pret ty tough to operate a business where you 
had to pay $4.25 every year on the balance of a mortgage, so our 
lending rate  was pret ty high, and, by the way let’s don’t forge t that  
the original rate  of the Federal Home Loan Bank Board, the whole
sale rate, was 6 percent.

Anyway, we s truggled along with this  savings and loan business.
I recall going to one of our wealthiest men to ask him to pu t some 

money in  it,  and he said, “You are tr yin g to run a mortgage business 
in Georgia?” And I said, “Yes.” And he said, “You can’t do it.”

Fo r several years I  thou ght he to ld the truth .
Almost all of the capital tha t we had for home financing in the 

State  of Georgia was foreign capital  fo r which we were very gr ateful.
We came along finally with another tax proposition  called the  in

tangibles tax and, of course, the men who had the money out of the  
State  didn’t pay  that because the situs of his mortgage was elsewhere, 
and so we battled.

Aft er we had run a few months, due to the secretary of state’s 
invitat ion, we organized a State trad e association, five or six of us. 
There was an association at  Cartersville, there was one at Rome tha t 
had been there fo r some time. They were all very small, they weren’t 
growing. They didn’t have enough money to do any good, so to speak.

Anyway, we organized the Georgia Savings & Loan League, and I  
was the first president.
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They celebrated last year and gave me a fancy brass plaque, having 
$1 billion in the State of Georgia in this kind of business, and half 
of it is in Atlanta .

It  must be loaned on homes, in the main, and if it weren't available 
for  loans on homes, I don’t know where we would be in difficult times.

So I  think finances in  Georgia are much more stable by reason of 
all that.

I promised in the meanwhile most any community in Georgia tha t 
I would go there at my expense and try  to sell them the idea of s tar t
ing a savings and loan association, which I did, and i f I  was working 
for the Government, so to speak, I went off the payrol l to go there and 
do th at job, and come back free, and others went with me. *

I attended the Home Ownership Conference of Mr. Hoover’s here 
in 1932. I thought it was going to be about a 2-day deal, and I think 
we stayed 10, the outcome of which was the Federal Home Loan Bank 
System.

And afte r it had run about a year,  I  r an for class C director  of the 
Winston-Salem Bank, which is now Greensboro, and in the meanwhile 
Mr. Frankl in Fo rt was the original chairman of the board. He was 
Mr. Hoover’s campaign manager and, I think, a Member of Congress, 
and I think he was succeeded by Mr. Stevenson, a Congressman from 
South Carolina, whom I knew very well.

Mr. Stevenson sent me a telegram after I had served about a month 
on this board, I will call Greensboro, now to simplify it, and the te le
gram wanted to know could I  come to Washington Monday morning.

And so I  simply answered, the simplest answer I  ever gave to any
body in a telegram was one word, “yes.”

So I was here Monday morning.
I might  digress a minute and say tha t—well, I  will keep on the 

story.
They apparently  couldn't get  the Home Owners’ Loan Corporation 

off the  ground. 1 thought he wanted to discuss the  Federal Home 
Loan Bank System, bu t he d idn’t. He wanted to discuss the HOLC 
in Georgia tha t had run then from June 13 to probably Jan uary and 
hadn’t made many loans.

Af ter  about a week they decided they would send me to Georgia 
with a t itle of “Special Representative in Charge,” and it took them 
about 4 more days to, and I didn’t ask them the  price they were going 
to pay me or to find out who I was in charge  of. I did, as to whether 
I had the righ t to hire and fire without  asking them, which they 
finally gave me reluc tantly , and so I went to Georgia, and I  told them 
I wouldn’t give up the job—I had  been elected to the job on the board 
at Greensboro—if I  h ad to do the home owners loan job. *

So they said I could do one of the m; when I did one I went off the 
payroll of the other. Of course, this job at  Greensboro was a direc tor
ship and nothing but a fee job, plus  trave ling pay.

In the meanwhile, I  reorganized, if tha t is the name for  it, I  made 
up mv mind tha t I  could take a model A Ford  and make a twin six 
out oi it, and I  think  I did.

We led every State in the Union for weeks and months in loans 
closed fo r applications received which, on second investigation, is not 
much of a record. If  you had been doing nothing and then do some
thing, obviously tha t is a thousand percent gain, so we operated on
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that  basis for a long time, and those loans turned out to be good loans, 
and  I had some very interesting experiences.

I had a righ t to issue tra nsporta tion  requests, and I think I am a 
businessman, and when I couldn’t get through red tape to get a re
quirement of 10,000 envelopes, I bought them myself, and then I  spent 
2 weeks up here trying to ge t them paid for. So fa r I am even—and 
other things  went along the same way.

So there were about $32 or $33 million  loaned under my supervision 
there;  there were very few people who had to lose thei r jobs, and it 
is hard  to believe, but a good legal stenographer made $70 a month, 
.and an expert  secretary to  an executive made $90 in the Home Owners 
Loan Corporation in 1934 in Atlanta , and they worked.

They worked Saturda y and Sunday and hal f of Christmas and all 
day Thanksgiv ing. We were try ing  to save homes, and they were 
being foreclosed awfully fast, and some of the mortgages broke them
selves, and you couldn’t ever tell whether you had a good canceled 
security deed or not for a long period of time.

Anyway, I  thought  I  did  a good job there.
In  addition  to tha t, the Board  finally sent me to Louisiana, Mis

souri, and Tennessee, a t least to  close up about half of the  offices and 
to discharge about half of the employees.

By tha t time Mr. Fahey was Chairman. I think they sent me there 
because he knew I  was going to quit, and they could say something, 
“i f they didn’t like it, well, we got rid of him, too.”

Anyway, I was going anyway, and so I  think the record tha t we 
made in th at rare transac tion, after staying  a week here to get instruc 
tions about it, and saying, “I wouldn’t do it,” I finally went, and the 
system there was to select people, if  you could, to go to the regional 
office a t Memphis, and, of course, i f I would have used the system of 
having to shake hands with all these people and determin ing thei r 
category or ability, I would have been there yet, it seems to me; where
as, I  devised one tha t they  accepted, and I  don’t think I  stayed but a 
day or two in eithe r State. And the record will speak for itself.

Mr. Francis  Moore, if he were in the delegation here this morning— 
he was secretary of the  Board—would testi fy that  the people who did 
go to Memphis, the few of  them who could go, were very high-class 
people, previously rated  such.

So, in doing those jobs I  thought I became fairly close to the Fed 
eral home loan bank group and, as all of you know, the Federal Home 
Loan Bank Board has changed from three to five or five to  three and  
commissioner and whatnot, and back to three.

Then I was elected a class A member. I don’t recollect whether it  
was in between that  that  Mr. Fahey appointed me a so-called appointed 
director  and chairman of the board at Greensboro, at Winston-Salem, 
now Greensboro.

I believe I  was chairman of the board three 2-year terms. Tha t 
would be 6 years.  And I  think I was on the board eithe r 10 or 12. 
The record will show, and I didn ’t take trouble to look up to see. 
Whatever th at was, it was.

In the meantime, the Fir st Mutual Savings & Loan Association had 
converted to a Federal  charter .

Meanwhile, of course, we had FSLIC  insurance on accounts. 
Meanwhile I worked pretty close with the trade association, the
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United States  Savings  and Loan League, and I  finally got to  be presi
dent of th at in  1939.

Mr. Glick. Mr. West, excuse me, but do you recall what year the 
State mutual  association converted ?

Mr. West, Senior. 1934.
Mr. Glick. 1934 to a Federal charter?
Mr. West, Senior. I  m ight say th at’s stranger than  i t sounds, th at 

the Federal Home Loan Bank Board of Greensboro had to change 
management, and in the changes we got a hold of Oscar O. K. LaRoque 
who had been a State supervisor or examiner for North  Carolina, a 
sympathetic sort of person, and the board  there approved the employ
ment of the man to go around the 11 States  and promote savings and 
loan associations.

I  recommended a director of mine named Emmett Quinn. He was 
in the employ of  the bank system for probably 2 years, and all  he did 
was to go a round to the southeast and organize savings and loan as
sociations or boost it up, and get ones going tha t could.

By the way, he was a machinist by trade, past president of the At 
lanta Federation of Trades, who knew a lot about organizing.

The first thing I did when I  went to a town was to find the lawyer 
who could probably  check some titles and live out of  it, and to find an 
insurance man who could write some insurance and live out of  it , and 
find a building materials  man who ought to be head-over-heels in 
favor  of it, and the  ones I knew s tarted th at way, and it hadn’t started  
tha t way, and if those fellows had no interest—not in borrowing 
money themselves but  for thei r customers—they wouldn’t have been 
started.

So I can remember when Frank Chase of the Chase Federa l, in 
Miami Beach which was named afte r him, was an itine rant  preacher, 
and he used tha t approach, and he published a book on that 
subject, and when we finally lef t town, he bummed a couple of 
dollars from the lumber dealer in order to get to the next town, plus 
a number of dollars to stay at the hotel the next day, and so he 
preached and tha t is what he practiced , and then he started  off the way 
I  sta rted off, and tha t was to find some three or  four interested people 
to have some chance, so it wasn’t uncommon.

I  recall very well tha t a lumberman in Jasper, Ala., which is the 
hometown of Mr. Bankhead and, I believe, Senator  Sparkman, came 
over to see me, and I sent Em mett  Quinn over to see him, and so they 
had a savings and loan started and I think  there are two over there now, 
maybe—I haven’t kept up with  it closely—and i t was all started be
cause some lumber dealer was interested in Jasper, Ala., and so it 
star ted in different places. I  could name the different places all over 
the State  I did go and savings and loans were s tarted.

Mr. Glick. Mr. West, i f I  may, you have been telling the committee 
about your background experience, and I wonder if you would tell 
the committee just what  the situat ion was a t th at time insofar as the 
obtaining of Federal char ters is concerned? Was this something 
tha t was easy to get? Was there a di re need on the pa rt of the Gov
ernment to interest people in this field as compared to the situation 
existing today ?

Mr. West, Senior. Yes. I might say, to s tar t with, tha t bank mem
bership was pre tty easy. This bank went up to Baltimore, where there
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were 800 building and loan  associations, and took in 125 on “profession 
of fai th,” and giving  them the fine bank seal, and so a fter  tha t we 
had one of our good friends shoot himself, and I  went up and looked 
at a ll that collateral, at my expense, and we spent our time and money 
trying to get our collateral in Winston-Salem. There wasn’t much 
demand in the 11 State s of the country, if tha t is your question, as 
there ought to have been. The demand had to be created to some 
extent.

I recall a little  town this side of LaGrange called Hogansville, where 
the lumber dealer was a friend of  a brother  of mine, who was a lumber
man, and he talked  to him about it, and I went down and talked to 
the rest of them about it, and they got up a lit tle savings and loan asso
ciation, I ’m pre tty  sure, with  a Federa l charter, Hogansville, which is 
nothing but a small town, and they got so much money they loaned 
money to LaGrange, where they wouldn’t sta rt one a t tha t time.

So the money was there in nickels and dimes and pennies of the 
common people if somebody could sell them the idea, and it wasn’t 
because of past experience.

I might  say when mortgage money was taken away from Atl anta 
and the South periodically and not on account of past experience, 
but it was because lenders could do something else more profitable 
with the money or because they had other demands fo r it, one of which 
was the cash surrender value on insurance policies.

I might say th at all of us tho ught there was a demand, especially in 
HOLC days, for  more and competent appraisers, and so three 
of us started what is now the Society of Residential Appra isers. I 
am the second member, and have the authority  in my pocket tha t 
says so, and I  am the second president. Obviously, when you are 
that, the re are j ust the other two fellows and you, and now they have 
13,000, and I  wouldn’t know how many chapters.

Last  year they celebrated the 25th anniversa ry here and, strangely 
enough to say, I  was chairman of  the program committee th at got up 
an Internation al Appraisal Conference and celebration. I  have been 
on the  board of governors ever since. I try  to attend the meetings, 
and I never d id appraise for a fee mysel f that I remember anywhere.

The Home Owners Co. is in the life insurance business, the fire in 
surance business, casualty insurance business, the real estate business, 
and actually  an outgrowth of a bonus system which I thin k is an 
admirable one of giving al l the employees you have some percent every 
Christmas of all they ever made since they have been w ith you.

If  you work t ha t out to the n th degree, I  believe you will agree it 
is a pretty  good system as compared to most of them.

We had the feeling  in the West Lumber Co. tha t these fellows prob
ably threw tha t money away, so we started giving them stock in the 
Buildmore Finance Corp, that  finally consolidated with an insurance 
agency th at belonged prim arily  to  employees of  the Fi rs t Federal .

My nephew has been president  o f th at for several years. He is no 
boy, he is 46 or 48 years old, and he owns the m ajority of stock in it. 
I am a minority  stockholder. 1 am a fraid to buy any more stock in 
it for fear of criticism, and I will tell you a little  more about tha t 
as I go along.

The F irs t Federal Build ing in A tlan ta we built, and then we bought 
the next one to it, an old mill const ruction build ing, and we were lucky 
to get tenants, and they have been tenants for a long, long time.

74S90— 63— pt.  3------ 2
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Well, during all this process I  have been on the board of the Chamber of Commerce of the United States for 16 years, and I usually stayed at the Mayflower Hote l in Washington. One Chris tmas I got a Christmas card tha t said, “Merry Christmas, you s topped here 23 times this year.'’
And I  sent the telegram back saying, “H appy  New Year, and I  will never do it again,” and I  kept my word.
I was on the board for 12 stra igh t years, represen ting the construction  and civic department, and I was elected by members in the entire United States.
I was on 4 years and off 4 years, and have not been on it for 6 or ;8 years. »I was chairman of that  committee for probably 10 or 12 of those years tha t dealt with the general subject of construction and town planning and what not.
It  had been my policy at Fir st Federal for many years tha t when »comments and criticism came from Federal supervisors 1 would attempt to answer these. They were addressed to the board of directors, and then I  would submit them to the board, and the board would modify them or change them or whatnot, and then, when the reply was made which they requested, it was signed for by every board member.
We had selected our board members with great care, and T think I had a good board and, like other boards, half of them died in the meanwhile, and they were replaced from time to time.
I believe I knew’ every man around Washington Federal Home Loan Bank Board, and I believe I even know most of them now in the topflight fellows, except the present Chairm an; I have never had the pleasure of knowing him or meeting him or  seeing him that  I know of.
I think most of them know me, and I find some of the ladies over there who stayed probably longer than some of the rest of them, tha t know7 me, I don’t even know* their  names, but they know me.I was not especially a distu rber in the crowd, but I was over there so many times t rying to get something done.
In 1954—well, to sta rt with, I will simplify  this tha t when I say Mr. Wyman, although you know’ tha t means the supervisor, either his local crow’d with his knowledge o r him, and we will get it down to tha t, Mr. Wyman had insisted for 10 years or more a t tha t time,1954, on calling these three corporations affiliates, and every time I complained I didn’t get anywhere because the next time they reported they said it again, and they got it to where they finally /quoted it. " >I don’t know who they were quoting because it wasn’t me. I presume they were quoting themselves.
Well, they weren't affiliated in any way, shape or form or fashion.I was president of all three in 1924, and-----
Mr. Holifield. 1924 ?
Mr. West, Senior. I don’t mean 1924,1 am sor ry; I  mean 1954.
At the present time, the Home Owners Co., I understand, has 52 or 38, in other words, nearly  50 stockholders. I think  it was completed for the record, and probably George J r.  has it, and I have to hit or piiss.
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The West Lumber Co. certain ly has about 7 and, of course, the 
Fir st Federa l has about 25,000, and I believe these three corporat ions 
are separate enough to be kept separate  all thei r lives and have been.

So when we replied in 1954, they came back with several comments 
and criticisms or-----

Mr. Montgomery. Mr. West, at th is point I think i t would be help
ful to the committee i f you outline the nature of the criticisms, just 
how were you criticized in connection with the operation of these 
three corporations.

Mr. West, Senior. Well, I will dwell a l ittle  more than on the  affili
ate question because I  think  the  examiners found the word “affiliate”

* enough to  where they thought they were all one and the same thing, 
so they thought they were entitled to anything.

My nephew went out of his office one day and to ld the g irls he was 
going to see his auditor, who was in the same building, and, while he

* was gone, one of Mr. Bonesteel’s boys walks in and says he wanted to 
see something, and she turned the business over to him.

When my nephew came in he obviously took everything away from 
him and threatened to throw him out of the place.

Mr. Glick. This  was at the Home Owners Co ?
Mr. West, Senior. At the Home Owners Co.
Before that a year or so we had a question from them as to who 

all the stockholders of those three corporations were. We would give 
them a list of all the stockholders, who they were and where they 
w’ere.

Finally, when I  passed on to be chairman of the board of these three 
corporations, George West, Jr ., was the president of the Fi rst  Fed
era l; my youngest son, Charles B., was president of West Lumber; 
and my nephew the pres ident of the Home Owners; and the  examiners 
wanted to go in and make an examination, and when they w’ere 
stopped by these two other respective presidents, they finally gave an 
excuse tha t they would save the  Fir st Federa l a lot of money if  they 
w’ere pe rmitt ed to investigate all the ir records and second mortgages 
on the ir books, and with tha t excuse and to prove they weren’t af 
filiated, they w7ere denied right to examine West Lumber Co. and 
Home Ow ners.

I will say to you gentlemen any information all of them have is 
available to you, and I told Mr. Montgomery or Mr. Glick the first

* time I saw them.
I know’ there wasn’t any use to have them harp on affiliation when 

we weren’t affiliated, and these two presidents decided to do the  same 
thing, having nothing to do with them.

* We sent tha t reply up in 1954 and came back, a sta tement which I  
call Baylis Loans.

Mr. Holifield. Call what ?
Mr. West, Senior. B-a-y-l-i-s. He was a builder who developed, a 

borrower.
Mr. Glick. This correspondence is the result of the 1954 examina

tion ?
Mr. West, Senior. Yes.
Mr. Glick. I wonder, sir, if  you would take a look at these Thermo- 

Fax  sheets, and identify them fo r the committee.
Mr. W est, Senior. Yes, sir. This is a le tter addressed to the board 

of directors of the Fir st Federa l Savings & Loan Association dated
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August 16 on the Home Loan Bank Board stationery, Office of Super
visory Agent, Federa l Home Loan Bank Building , Greensboro, N.C. 

Mr. Wallhauser. What year would tha t be, Mr. West ?
. Mr. W est, Senior. August 16,1954, signed by J.  M. Sink, J r.,  supervisory agent.
# He was the presiden t of the bank a t that time also, and was a super

visory, agent, this >s a letter to which I  refer red a while ago.
Let me talk  a little  bit  about this  Baylis-----
Mr. Glick. Mr. West, that group of papers also includes corre

spondence in connection with tha t examination repo rt; does it  not ?
Mr. West, Senior. Yes ; and it is that  correspondence that  I am try

ing to find. So I will identify  the second lette r, dated September 10, 
1954, to J. M. Sink, Jr. , supervisory agent, Greensboro. I will b rief it to that  extent.

Mr. Glick. Mr. West, excuse me, these papers were submitted to the committee by you, were they not, sir  ?
Mr. West, Senior. Tha t is right .
Mr. Glick. Mr. Chairman, I would like to have them—they were submitted to the committee ?
Mr. West, Senior. By the board of directors.
Mr. Glick. By the board of directors of the Fir st Federal . These papers are in the hands of th is committee ?
Mr. West, Senior. Yes, sir ; I thought you were talking  about my committee.
Mr. Glick. From you, from the board of directors of the Fir st Federal Savings & Loan Association of Atlanta.
Mr. W est, Senior. Yes, sir.
Mr. Glick. Mr. Chairman, I  would like to have this included in the record at this time.
Mr. Moss. Is there objection?
Mr. W allhauser. Where are the originals?
Mr. Glick. The originals are in the  files of the Fi rs t Federa l Savings & Loan Association of Atlanta.
Mr. Moss. Hear ing no objection, so ordered.
(Ex hib it No. 5.—Correspondence between the Federa l Home Loan 

Bank Board, Washington, D.C., and Fi rst  Federal Savings & Loan 
Association of Atlanta, Atlanta,  Ga., and other materia l relative to 
the examination and audit of the association as of March 19, 1954, appears in the appendix on p. 213.)

Mr. Glick. These are true copies, Mr. West?
Mr. West, Senior. Let me see. I referred to the first one, which 

is addressed to the board of  directors. Let me see where it stops off— 
signed by Sink. This  is documentation, it is from the supervisory letters, and the comments, and it goes on through down to para graph 
4, and the financial statement. Some of these sheets are numbered 
and some are not. Maybe I  can identify  these sheets better. Let me 
see ju st a minute. They are not  exactly in sequence. They all seem to 
be numbered 16, 16B, 160, 16P, 16R, 16S, 16D, 16Q, 16F, and then a 
lette r of September 10 addressed to Mr. Sink from my board of 
directors, in answer to his supervisory letter.

Then a le tter addressed to Mr. S ink, dated September 29, which is 
the lette r t hat  I  want to talk  about in just  a second. I t seems to be 
a nine-page letter  addressed to Mr. Sink and written by me expla in
ing all of the questions th at are asked about.
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Mr. W allhauser. Excuse me, Mr. West.
Mr. Chairman,  would it help if the staff sorted these Thermo-Fax 

copies out and pu t them in proper order and specifically asked for  
identification of them at some late r time ?

Mr. Moss. I thin k it would be most helpful . We will hold the 
record at this poin t to receive them, and they will be identified p rio r 
to going in.

Mr. Glick. Mr. West, may I c larify one thing ? This  series of pages 
numbered 16 w ith letter s following, consists of pages from the exam
iner’s report, with comments ?

Mr. West, Senior. Yes, sir.
Mr. Glick. And which were attached to the lette r from Mr. Sink 

or part  of tha t, and referred  to in the  letter  from Mr. Sink to the  Fi rs t 
Federa l Savings & Loan Association of Atlan ta ?

Mr. West, Senior. Yes. They are all copies of correspondence in 
this entire transaction in about tha t dateline.

Mr. Glick. Thank you, sir.
Mr. West, Senior. I think  they might  be rearranged by number 

such as I think Mr. Wallhauser suggested, better to identi fy them. 
Let me get a piece of my file. This is a letter of September 29, of 
which one of those le tters seems to be. That is not either, that is not 
one either. This letter is dated November 1, and probably is in there . 
If  it is not, it  is somewhere in your files or you can have this one.

This is addressed to Mr. Sink, and the subject is Fi rs t Federal 
Savings & Loan Association o f Atlanta, and it is dated November 1, 
1954, and the last paragraph  of which I  expect I  had better read and 
then I will s tar t back and comment on it.

Repeating the substance of your reference to this  mat ter in your lett er of 
August 16, 1954, to the association’s board of directors, the lending activity  just 
described clearly ignores the well-recognized principle tha t the loan percentage 
should be based on appraised value or sale price, whichever is less. As a prac
tical matte r, the regula tory restrictions  on percentage of value tha t the associa
tion may lend on a security of real esta te is made empty and meaningless by a  
practice tha t does not give effect to this principle. We must insist that the 
association’s lending practice be revised accordingly, and you should so advise 
the association’s board of directors.

Tha t is signed “Joh n M. Wyman, Chief Supervisor.”
Now, th is is the  Baylis loan transaction tha t t ha t statement  caused 

me to go to Washington with my gang  to see them.
To sta rt with, a few months before this time we were in Washington 

at some sort of meeting, and Mr. Bayl is, whom I had  known fo r many 
years and done a lot of business with, Eugene A. Baylis, I  am sure, 
was up here with us, and in the hotel, although I am a poor real 
lumberman, there was a lumberman from Pampa, Tex., named Boyd, 
who is a past  b ig man in the Hoo-Hoos, they go by numbers, and I 
think  they are all dead but me, I  am so low, but Lynn was there, and 
he had  a Texas R etail  Lumber Association house plan called the San 
Angelo plan tha t, aft er all, there are not too many small home plans , 
and this  was one.

They prepared it  and they were selling it. Somebody wanted to buy 
it and I bought a set of them and paid him $100.

It  was noth ing but about a 640-foot house with a wide living room 
across the front,  an d in the back two bedrooms, with a ba th between, 
and then the a rea back of the bath  could either be two closets or a pas-
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sageway, with side closets, and in one end of the long living room you 
cooked, and the o ther end you lived, and in between you ate a t a bar.

Being interested all my life in trying to get some shelter for less 
money for poor folks, i f they are poor, and that is the way they get 
rich is to own a piece of property,  I  told  Gene Baylis—I happened to  
have my chief appra iser with me and a construction man and a vice 
president, Joe Shaw, I told him if he would go back home in two to  
three areas tha t we outlined and buy some lots cheap enough we would 
loan $4,000 at 6 percent for  15 years.

He said one time he bu ilt 583. I don't know whether he built 583 
exactly or not. He dressed them up with a shirt  f ron t of br ick and 
increased the size, and I believe got $8,500 on an FH A commitment.

We were satisfied with our deal. It  is r igh t back of the airpo rt, 
which is south and west of  the airport, and at tha t point Atlan ta is 
surrounded by three municipalit ies, College Park  where these lots 
were, and Hapeville, which is in front of the  a irport, named a fter  an 
old doctor named Hape  t ha t everybody has forgotten about but me, 
and Eas t Point, which is exac tly south of Fo rt McPherson.

Eas t Point,  by the way, is not the east point, it is the east point of 
the Atlanta & West Poin t Rail Road, not to confuse anybody.

We told him if  he built his house in that  place we would loan him 
$4,000. We didn’t ask him what they cost. We though t it was worth 
$5,000. We didn 't care about the costs, although Mr. Shaw had 
figured out costs, and he had  figured out the lot cost.

He went out to this place on the edge of College Park, it is about 
7 miles stra ight out from Atlan ta. Of course, the airpo rt had 
stretched out, and it is adjacent to the airport now, these houses are, 
and we never foreclosed, not a single one; is th at right ?

Mr. West, Junior. We never lost on one.
Mr. West, Senior. We never foreclosed but  one that I know any

thin g about and tha t was before—that was about 1955.
I thought we did a magnificent job there, and he bought the lots 

for $300 to $350 apiece, he said. Tha t is 50 by 150 feet minimum, 
with aspha lt street, no curb, water, in the main sewer, gas, and elec
trici ty. Some, I think, had septic tanks, all inside the limits of 
College Park , which is a very high-class little  neighborhood.

And so, now, when Mr. Wyman is talk ing about—the examiners 
come down and they find out that  Mr. Baylis sold some for less tha n 
$5,000, and that  is a hanging crime.

By the way, a year late r one was reappraised by the VA, and 
they valued the lot at $1,150, the same lot with no more improvements 
than Baylis had.

We appraised the lot, I think , at either $750 or $800, even though 
he had paid $300 for them.

The man who owned them wanted to get rid of them, and Baylis 
bought so many and paid  cash and took an option on the balance, and 
so forth , and whether he lost or made money is not my business, o r 
how he got them paid I don’t know myself, but I am like the little 
boy was, I think  it was worth still $600 or $700, and if they were, 
and we thought they were, and they are still, they are worth more— 
our appraisal was one thing.

Yet Mr. Wyman said they were sold for less money than the ap
praised value, and tha t selling price or appraised value, whichever is
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less, is the thing to fix your loan on; he has got a new name for  the 
appraised  value which I never heard of before this time.

Appraised value, if I know anyth ing about appraising,  considers 
all these questions, and then you come up with an appraised value; 
but he proposes to get a dif ferent tack on appraised value, and get it 
equal to app raised  value.

As little as I  have investigated so far  since I have been back, he 
has a new one, and tha t is cost or selling price, or appraised value, 
whichever is less.

Mr. Glick. Mr. West, at that time did you know what the regula
tions of the Home Loan Bank Board provided insofar as value fo r an 
80-percent loan? Was it appraised value or do the-----

Mr. West, Senior. Eigh ty percent of appraised value—not exceed
ing 80 percent of appraised value.

Mr. Glick. I t made no reference then to cost or selling price?
Mr. W est, Senior. I don’t think  they ever tried  to tell anybody 

how to appraise property. I don’t think  they know enough about 
it to tell them how to appraise p roperty. I don’t think they have ever 
had an appraiser on the staff. If  they have, I don’t know him.

Mr. Glick. You have indicated though that the regulat ion has 
been revised since then ?

Mr. West, Senior. They have revised regulations so many times 
tha t I  don’t know whether  I can answer that one or not.

Mr. Moss. Well now, you indicated a change by Mr. Wyman.
To your knowledge, does tha t reflect a change in the formal regula

tions of the Federal Home Loan Bank Board ?
Mr. West, Senior. If  I thought they were running by regulation, 

Mr. Chairman, I wouldn’t be here. They are  ru nning by ear.
I thought enough of this statement to take it to Washington with 

me, first Horace Russell from Chicago, who is practicing law, and 
who once was thei r General Counsel; I took my lawyer, Herbert Joh n
son; I took George West, J r. ; 1 took Mr. Shaw, who is our chief ap
praiser and a construction engineer ; and Mr. Walt er McAllister was 
Chairman of the Bo ard : Mr. Ir a Dixon had only been on the Board 
about 3 weeks, so tha t time can be well fixed, and we sat down, and 
much to my surprise , I thought we were going to discuss values of 
property, which were never discussed.

Apparent ly all we went there for was to talk  about—“You sold it 
for less than $5,000,” the man did, and i f he did “ You had no business 
to value it at $5,000.”

Of course, on th at theory,  if you gave your  son a house at about half  
price, why, then, you would lower the value of his house faster, or if 
you bought  a barga in in a lot, which Baylis did buy in a lot, and none 
of my business was it to inquire as to how he bought it. I didn’t  care. 
We still—by the way—excuse me, sir.

Mr. Wallhauser. Did Mr. Baylis buy this as raw land and con
vert i t ?

Mr. West, Senior. No; he d idn’t. This was one of the deals where 
he didn’t. He ac tually bought these lots from a man named McElroy, 
whom I don’t know, but apparently  he owned a farm out  there.

By the way, there were one or two streets already paved in this 
area, and the airpor t was in the act of cutting off a little  o f this a rea 
at that time.
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Actually , the p roperty in front of it now is the east-west runway of 
the Atla nta Airport, which is nearly 2 miles long, so you see what 
they have been doing is stretching it  this way.

And the city of College P ark , every time whatever they undertook 
to do with it , whether it  was by legislative act or  whatnot, it increased 
the limits a l ittle  more, so actually from the time Baylis optioned them 
I would guess McElroy promised him—I think  he was on the city 
council, fo r tha t matte r—and they d id it everywhere, they were taking 
in more property , and if  they d idn’t, the City  of Atla nta  did, and they 
were beating them to it, and this was on the backside of where the 
airport didn’t extend. College Pa rk lies in two counties—Fulton and 
Clayton.

Mr. Wallhauser. Were your  loans construction loans or on com
pleted residences ?

Mr. West, Senior. No, sir ; we loaned him construction money on it, 
as I remember.

Mr. W allhauser. Did you have investigatory practices?
Mr. West, Senior. Oh, yes.
Mr. Wallhauser. And supervision, and  so on ?
Mr. West, Senior. We never advanced him a dolla r on a single 

house unless we knew we had 80 percent less loan material on the 
ground.

Mr. Wallhauser. Certified by whom?
Mr. W est, Senior. By our appraiser, chief appraise r, plus me. We 

didn’t make a loan for 25 years tha t I didn’t scratch my name to the 
bottom of it, because I thought our chief appraiser, who had not lived

and I  don’t think I  am.
Mr. Wallhauser. Did you personally inspect every house?
Mr. West, Senior. Th at the Fir st Federal ever made a loan on, 

probably the first 25 years; some of them at 40 miles an hour, and 
some of them I stayed half  a day.

Mr. Wallhauser. I  mean of the basic Baylis trac t?
Mr. West, Senior. Yes; oh, yes. I  was on his t rac t while bu ilding 

them. This was on a concrete slab, it was not difficult to see. He built 
8, 10, 15, at a time, which a workman can get to where he builds a 
house without as much labor himself, physical labor, and cheaper price 
if  he  does the same th ing  over and over again, and he really learns 
how to put in the plumbing and pour slab over it, and get the house 
on top of i t and do it quicker—just automatically. You don’t have to 
try  to make him work faster. He would do it  anyway. He does it in 
an easier way.

Mr. Wallhauser. H ow fas t did they sell ? Was there a demand for 
them ?

Mr. West, Senior. They sold immediately, yes. He probably sold 
them for  $100 cash. We didn’t care how he sells them; tha t is his 
business. In  other words, he sold them and he found us an acceptable 
borrower. We didn’t loan to him the final loan. We loaned i t to  the 
purchaser.

Mr. W allhauser. You retained the loans in your association?
Mr. West, Senior. Oh, yes. We never sold conventional loans since 

we have been in business. We have a ha rd enough time get ting them.
So this was a new doctrine.
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There were Mr. McAllister and Mr. Dixon and Mr. Creighton, I  be
lieve, if he was General Counsel then, and I see he is here, and he 
ought to remember.

Mr. Wallhauser. Excuse me, for the record, Mr. Chairman, jus t to 
clear it , Mr. Creighton is here. Was he General Counsel then?

Mr. Creighton. I became General Counsel on J anu ary  3, 1956. I 
was not General Counsel.

Mr. West, Senior. Would you ask him, sir, who he succeeded, be
cause I knew him.

M r. Wallhauser. Ju st for the record, Mr. Creighton, who did you 
believe was General Counsel then ?

• Mr. Creighton. What time in 1955 ?
Mr. Glick. In  1954.
Mr. Creighton. 1954 I  believe it was Harrison or James Hall . I 

succeeded Jim Hall.
* Mr. West, Senior. Anyway, McAllister was Chairman, and Dixon 

had to be on the  Board—Mr. Wyman knows, he was present.
Mr. Moss. We will establish tha t for the record and place i t in the 

record a t this  point.
(The information was subsequently furnished and the  General 

Counsel referred  to was T. Wade Harrison.)
Mr. West, Senior. Anyway, Mr. McAllister seemed to think it  was 

a big  joke. We all got into an argument about this question, and he 
didn’t do anything about  it. He seemed to think it  was a big joke. He 
was the Chairman, and Mr. Dixon never said a word one way or the 
other, and the argument was between Mr. Wyman and Mr. Russell 
princ ipally , whereupon Mr. Russell says, “If  you will put this in the 
regulation, appraised value or cost, whichever is less, w’e will abide by 
it. If  you don’t, we won’t.”

I agreed with tha t or concurred in it.
Meanwhile, they had some words tha t Mr. Wyman said hurt  him 

to the  hear t, and so forth,  on account of how much he thought of Mr. 
Russell because he worked with him throu gh the years.

So we all went back. So far as I  know, they never changed their  
minds, nor did we change our mind.

Mr. Wallhauser. But you mainta in Mr. McAllister did not sup
port Mr. Wyman in this ?

Mr. West, Senior. I  don’t know what he did. I have known Mr. 
McAllister for many, many years, and I  am sure I am not the man to 
tell what he did. I  don’t know what he did. We didn't  hear  any more 
from him.

They didn’t tell us “ Yes” or “No.” They never acknowledged the  
fact we were the re; they never told  us they insisted on th is or  “we will 
put  it or won’t put it  in the  regulat ion.”

There was never anything  said after tha t except when they made 
more examinations we continued to be hounded on lending practices 
and policies.

Mr. Glick. Mr. Chairman, i f I  may ? Mr. West, in connection with  
that sequence of  events, and immediately prio r thereto, I have here 
some papers which were submitted by the Fi rs t Fede ral Savings & 
Loan Association dealing with the 1952 examination of your associa
tion which raised certain  questions of operation, and comments were 
made in the examiner’s report.
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I wonder if you would identify these for the record, and then I would like to ask you a couple of questions about them.
(Ex hib it No. 6.—Correspondence between the Federal Home Loan Bank Board, Washington, D.C., and Fir st Federal Savings & Loan Association of Atlanta , Atlanta . Ga., and other  material relative to the examination and audit of the association as of April  22, 1952, appears in the appendix on p. 245.)
Mr. West, Senior. Well, this  is a copy of a letter  on the Home Loan Bank Board stationery, Office of Supervisory Agent, Greensboro, June 5, 1952, addressed to the board of directors of the Fir st Federa l at Atlanta, a two-page let ter signed by J . M. Croson, supervisory age nt; and attached then are sheets from the examination, one undated, one 16-C, and I would say this is out of place, because the transmittal letter  which I will iden tify again on the same stationery , is dated December 5.
This is to  all Federal savings and loan associations in the four th dist rict controlled by the Federa l Home Loan Board, over the placing of hazard insurance, and signed by Joe Holt,  supervisory agent, who was also pres ident of the  bank at tha t time, and then it had 16-B in sequence of examination papers, and 16-A, and under investments, page 12, these people document the supervisory letter , and then a letter  of July 5—these are all copies—to the Home Loan Bank Board, super visory agent—that is Ju ly  11, 1952, I  should have said, attention Mr. Croson, and it has six pages signed by Federa l Savings & Loan Association bv the officers and directors, actually the directors, some of them are officers, and th at concludes on page 6.
Then, there is a lis t of stockholders of  the Home Owners Co., 38 in number, it says of record May 31, 1952; and then by asterisk, officer, director, employee of the First  Federal, o r attorney fo r the F irs t F ederal seems to be marked, and the amount in dollars and cents of the shares they own; a li st o f officers of the same company, and they are sta r marked; and a lette r of Ju ly 24, 1952, signed by Croson, supervisory agent, Greensboro, addressed to George W. West, president, acknowledging with thanks letters of J uly 11, and so fort h. They are all company correspondence.
Mr. Glick. This is a true  copy of your own records, is it not ?Mr. West, Senior. Yes, sir.
Mr. Glick. Now, in this  report  some of the examiner’s comments deal with hazard insurance and correspondence which finally ends up with the letter of Ju ly 24, 1952, and would appear to close the conversation, would it not, sir ?
Mr. West, Senior. Yes, as I scanned it.
Mr. Glick. And yet in the prio r exhibit of the examination of 1954, some 2 years later, they again bring up the matter of hazard insurance for discussion.
Mr. West, Senior. Th at is true.
Mr. Glick. They brin g it up anew, even though i t would have ap peared to have been a closed matter  for discussion, from thei r own correspondence, would i t not, sir?
Mr. West, Senior. Yes, sir. As a matter of fact, Mr. Divers expressed in an epistle an opinion as to how to handle fire insurance.I will say for the record, I have been in the mortgage field over 50 years, and certainly every security deed I have ever had, which is a
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deed of tru st up here, makes a very legal contract  for the borrower 
and lender to name an agency on the mat ter of fire insurance.

I  would say jus t because the borrower pays the premium doesn’t 
make tha t contract any worse or better.

We likewise don’t give the borrower a chance to name the man who 
checks the titles. We likewise don’t give him the chance to name the 
surveyor, and we have one on every house and lot we ever made one on.

Mr. Glick. If  I may, at  this point, Mr. Chairman, I would like to 
read into the record the regulation from the rules and regula tions for 
the Federal savings and loan system, w ith amendments to Jan uary 4, 
1960, dealing with  insurance. This  i s section 555.5 entitl ed “In sur
ance,” subsection (a) , “H aza rd;  control over placing o f,” and it reads 
as fol lows:

The board  of director s of each Federal  savings and loan associat ion has not 
only the  rig ht bu t the  duty to esta blish and  maintain  such requirements over 
haz ard  insurance  as, in the fa ir  a nd considered judg men t of such director s, are  
necessary to pro tec t the asso ciat ion’s intere st in the rea l est ate  security for its 
loans. Subject to thi s limitat ion  those who borrow from Fed era l asso ciat ions on 
real  est ate  securi ty should have  reasonab le freedom of choice in the plac ing of 
hazard insurance  on their  property.

Tha t is the end of t ha t section, sir.
Mr. West, Senior. Let me continue then, Mr. Chairman.
We likewise had a charac ter o r credit repor t, and the borrower pays 

for that, and we have a contract w ith the reporter company that we 
can’t even show it  to them.

By the way, in our town we have the home office of the Retai l 
Credit  Co., which is the foremost one in the world, I  guess, and  one 
of the vice presidents is on our board, and before he got on our 
board, one of thei r general counsel called me about an association 
tha t showed one of the reports to a prospective borrower and got a 
lawsui t against them or threatened against them in anoth er Sta te; 
and  still they are rights I think that, we have as a lender, if  we 
have any number of instances where people won’t pay premiums or 
we have to pay them or where people balk about it, and certain ly 
with 4,446 GI loans we have made to the amount of $37 million, and 
with 2,307 on hand, valued at $22 million, all of which, except very 
few, were made for more than  100 percent, because the Veterans’ 
Administra tion made the appra isal and permi tted you to lend the 
man loan costs, plus a 5-year insurance premium, so there  is no use 
to say tha t more than a 100-percent loan have not been made. We 
made tha t many and we thought the spirit of Congress was to take 
tha t fellow and charge him nothing, if possible, to move in  a house 
and, by the way, the record on those loans is just  about as good as 
any other kind I know, and I  still think tha t was the inte nt of 
Congress.

I  have one real good incident tha t happened many years ago where 
a man named Lee owned a combination store and a l ittle  house about 
6 miles out from Atla nta,  and he was a balky sort of fellow, and 
the first thin g you know we had to pay the premium.

We scolded him every way in the world, and finally we insured  the 
prope rty with somebody, probably with the Home Owners Co., if 
they were in business a t that  time.

About a week later  the house burned up. Of course, Mr. Lee 
came in with a tall walking stick, and his face down about here,



22 STUDY OF TH E FED ERAL HO ME LOAN BAN K BOARD

he had lost his store and house. But,  strange enough to say, the 
Fi rst  Federal had exercised its rights , kept the prope rty insured, and 
he got $4,400, which he would never have gotten otherwise.

I had one lady 3 weeks ago where the F irs t Federa l had a mortgage 
of $2,000, the West Lumber $400 and a man named Magby $2,200, 
and the house—and nobody had paid the premium. Fina lly, the 
Home Owners Co. said “send $44. If  you don’t, none of you have insurance.”

They dunned everybody else. I  sent $44, and the house burned 
down the next week. You should have seen the morning when 
Magby was bring ing in his $45 worth of premium, and he was knock
ing on my door. He didn’t know I  had paid  it ; and so the man 
got the lot free and clear of debt, with a garage or two in  the back, 
and a lot of junk on it  tha t was half burned up, with aluminum siding 
he had bought from somebodv, I imagine from this lumber dealer, 
not mine, and West Lumber Co. got the $200 or $300, and the Fir st 
Federal got the $2,200. It  was one transac tion tha t nobody in the 
whole Federal Home Loan Bank Board  staff could understand, a 
check made payable to five people.

Wha t are you going to do about it? Are you all going to meet 
in a dark  room and tear  it in two and give each other a pa rt or 
what are you going to do ? There was nothing  for me to do but  get 
endorsements on it, and I certain ly endorsed for the First  Federa l 
and the West Lumber Co., and converted it into money, and then 
go see the ginks and hand them all the money and get them all paid 
off. I don’t know what  else you could do about it. "When they find 
that  next year they will comment on that, they will be raising the 
dickens on tha t, and they probably won’t find the  check, but it is in 
somebody’s files.

Mr. Glick. Mr. West, you were telling  us about the problem of 
appra isal on the Baylis loans.

Now, this mortgage of $4,000 was loaned on the completed prop
erty which had been appraised by the association for $5,000, had it not?

Mr. West, Senior. Correct.
Did you finish your questions ?
Mr. Glick. Yes, sir. I just wanted to establish tha t this was on a 

completed property  and not for construction purposes.
Air. West, Senior. I believe tha t to be in sequence I will go along 

and continue with the reports.
We finally were examined in Jan uary of 1957, and they did not 

repo rt it unti l December of the same year, which is 11 months later.
In  the meanwhile, about 2 years before any conversation about 

insurance policies, I personally had prepared a checksheet, which is 
in the files of the committee, with 15 insurance agents in Atlanta, 
with 2 companies a piece, without thei r consent, some I don’t even 
know, and so when a customer came to make a loan, we let the cus
tomer check his choice. The Home Owners is on there, and there 
is also a blank space, as I remember, I am not looking a t it, and so 
our attorney at closing time had the man check who he wanted insur 
ance with, and so our insurance had been handled on tha t basis.

Notwithstanding that , along comes the  examining department and 
they still comment on no customer choice in the matter of getting
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insurance, and in correspondence I had with the Chairman  a t a much 
late r time-----

Mr. Glick. I s tha t a copy of you r checksheet attached ?
Mr. West, Senior. Yes, sir.
Mr. Moss. Is there objection? Hearing  none, the checksheet will 

be placed in the record at this  point.
(Exhibi t No. 7.—Insurance check sheet and list of 14 insurance 

agents in A tlanta, Ga., appears in the appendix on p. 257.]
Mr. West, Senior. One transaction we had during this time was 

an easy one to understand,  and I will come to it late r again, but  the 
Chairman, I had one correspondence w ith Mr. Robertson once, I re
membered it, and he ought to remember one, and his reply was tha t 
the Home Owners Co. had sold so many hundred loans and insured 
so many hundred  houses.

Well, all of these were G I loans, and they are easy to  explain be
cause we have done a lot of business with  a man named W. H. Smith, 
I have, for 35 or 40 years. He buil t 109 houses 2 miles from Atla nta 
from this other place I had described in a little  town called Hap e
ville. They were all GI loans. He couldn’t have a sewer for them 
because the littl e town said they didn ’t have any sewer.

I was in the city hall when he asked the man and got the permits,  
who did the septic tank  work, and they said Cox Bros., and he said, 
“I  will hire them,” and he did.

He sold these houses and, I  would say—by the way, there never was 
any complaint made about one of those houses, eithe r verbal, hearsay, 
or written that I didn’t see personally, and I don’t believe there 
were over 10 percent of them, which would be 11, and most of those 
complaints were septic tank  trouble running over, and most o f them 
were some lady  with about six kids who was going to wash all day 
long, and the septic tank didn’t have the capacity to hold the water.

Anyway, th at wasn’t the big trouble. The big trouble was just about 
the time all these houses got moved into and everybody was semi- 
happy, at least, although one fellow had two or three complaints, he 
couldn’t find old man Smi th; well, he lived in the first house all this 
time, and the one I looked at was some fellow had writ ten in, one 
fellow got him up a lot of stock complaints, they had no electric 
doorbell. Well, none of them had, and so on.

They sold for $7,200,1 remember, and they had septic tank trouble, 
and had this trouble and tha t trouble.

This house I went to, I remember very well. I go by it once in a 
while yet, and none of these troubles occurred in this house.

It  was the stock sheet that the fellow had gotten and passed around 
the neighborhood, and he filed them all.

The VA, and the straw that  broke Mr. Smith’s back, the minute 
they all got moved in and did quiet down? and went along living in 
the houses, along came an expressway coming throug h by the airpor t 
and through either Federa l funds or what not, everyone had to be 
connected to the sewer. Tha t doesn’t sound quite as simple to the 
layman as it does to me, because most of them had the sewer running  
out the back and the drainage field in the back, so they had  to turn 
all the cast iron soil pipe around and started  in the street.

Of course, they really had  a complaint to the Veterans’ Administ ra
tion because it cost $250, $300 to connect the sewer, which the  city 
charged them. I t is one of  those things that happened.
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Ber t King, by the way, who works for us over in the Washington 
office running the VA, he and Tom Sweeny—we went to see Bert  and 
Tom, and they would not have anyth ing to do with  the 170 Smith 
houses on the other side of town on account of these “109 house” com
plaints .

They got  the houses at “Hi llto p” about finished, and I said, you are 
going to blacklist him. They had a r igh t to put them on the black
list, according to the act of Congress, and they could cut him off. 
They cut him off just about the time he finished them.

So the only solution I knew was to offer to Mr. King  the proposi
tion that  if he deeded them to anybody, and anybody did everything 
they say they would do, would they take them.

He said, “Yes,” and Smith  deeded them to the Home Owners Co. 
I went out there with the YA man, and the Home Owners Co. had to 
do every thing the VA said to do, and we went over every house, and 
I will say that  some of the things they recommended to be done were 
detrimental to the property,  which is easily explained.

They had a picture window, and they wanted it caulked. When 
you caulk it in the way they wanted it , you rot out the bottom rail of 
the sash and the sill.

My promise was to nickelplate it i f they wanted them nickel plated, 
and we got them nickel pla ted, and the Home Owners made the loans 
on them, and put the insurance on them themselves. They had title 
to them and settled with Mr. Smith for whatever the costs were, and 
they sold all the loans to the Fir st Federa l at par  o r less, which Mr. 
Smith  intended to do to begin with, and so we acquired any number 
of loans with the policies already on them, and we had nothing to do 
with the placing of the insurance or  an ything else.

There is no mystery about it, and thus 170-odd houses were saved. 
The veterans moved in, and they didn ’t depreciate and didn't break 
down, and one of the troubles we all have with courts is tha t the 
average judge doesn't understand the physical property  that sits 
out here somewhere, and if you will just let it sit awhile you will 
find you don’t have much le ft without somebody else fighting about it, 
and, while pro perty  melts away, houses, and so we have tha t trouble, 
all of us do. We always have had. I t is nothing new.

Mr. Glick. Mr. West, you referred to a lette r from Chairman 
Robertson of the Home Loan Bank Board. I hand you a Thermo-Fax 
lette r dated September 9, 1960. Is tha t the letter to which you re
ferred ?

Mr. West, Senior. Yes, sir.
Mr. Glick. Would that  be introduced in the record, Mr. Chai r

man?
Mr. West, Senior. Yes, sir ; dated September 9, addressed to me, 

and signed by Albeit J.  Robertson.
Mr. Moss. Is there objection?
Hear ing no objection, the letter will be made a part of the record 

at this point.
(Exh ibit No. 8.—Letter from A lbert J.  Robertson, Chairman, Fed 

eral Home Loan Bank Board, to George W. West, September 9, 1960, 
appears in the appendix on p. 259.)

Mr. W est, Senior. And I have a reply somewhere, or you have.
Mr. Glick. I believe I have the reply.
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Mr. West, Senior. I will be glad to ident ify it.
It  is addressed to Mr. Robertson, dated September 21, and signed 

by me. It  says:
“I have your lette r of September 9,”—and it is a 5-page letter.
Mr. Moss. Is there objection to its being inserted in the record at 

this point ?
Hearing  none, i t will be inserted.
(The document referred to  follows:)
(Exhibit No. 9.—Letter from George W. West, Atlanta,  Ga., to 

Albe rt J. Robertson, September 21, 19(50, appeal's in the appendix 
on p. 260.)

Mr. West, Senior. In  that  letter, you see, it even questions what 
West Lumber Co. should do with the equity in the  property. I didn’t 
answer him because I  didn’t think  i t was any of his  business and, by 
the way, somebody was kind enough to set out apparently  what  he 
said, and then what somebody else wrote for him, tha t set it  out in a 
different column. I am qui te certain he didn’t write it all himself.

Mr. Chairman, I  call your a ttention to the let ter which is dated way 
ahead of what I am talk ing about, but inasmuch as it seemed to be 
apropos at th is time, and the Chief Counsel over there asked me about 
it, I  thought I  would go on to comment about it.

Mr. Moss. All righ t, go ahead.
Mr. West, Senior. In  other words, I will get up to th at po int finally 

as to where it is.
Mr. Glick. Will you continue?
Mr. West, Senior. Is there anything  else you want to ask me? 

Have you finished ?
Mr. Glick. All righ t, you may continue.
Mr. West, Senior. 1 might add, I think at this  time, by reference 

tha t examiners do come down and examine, in my opinion, without 
any knowdedge of State laws, and certainly we have 50 State  laws 
tha t control the mortgage business, notwithstanding the Federal  regu
lations, and in our Sta te we have a very good mortgage law or group  of 
laws, plus foreclosure laws.

If  we go out and check a ti tle on a piece of p roperty and find it  is 
clear and take a security deed, which is a deed of t rus t here, I think,  
and we find no work has commenced, then we have a first mortgage 
regardless of laborers’ liens, or materia lmen’s liens, and I believe I 
have filed 10,000 materialmen’s liens, the books are full of them. 
Tha t is an awfully  low-grade lawyer. It  takes a lot of ha rd work.

But you will never tell these fellows that,  either in the Examining 
Division or the supervisors, which means tha t we don’t have to worry 
about whether the contractor pays for labor and material. He can 
throw the money away if he wants to or buy him a new Cadillac with 
i t ; take a $10,000 check righ t down and buy it, p rovid ing we have got 
the collateral on a loan tha t amounts to no more than 80 percent on 
tha t property, and he can’t take it away, and tha t is all we do have 
to do.

Yet they would say to you i f a man is going to come in and draw 
$10,000 next week, you are supposed to sit him down and make an 
affidavit and make a join t check of every single, solita ry man he owes 
money to.
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There  is no man with any established reputation tha t I know of 
certa inly in Georgia who is going to do tha t, and, to begin with, you 
don’t want to make out 150 checks if you can avoid i t when you don’t 
have to.

So we make an inspection on Wednesday or Thursday, and then he 
gets money on Friday .

These fellows come down and they say that  is the wrong way to do 
it. They say th at you have  got to make jo int checks to all the  people 
he owes money to.

In  thi s Robertson m atter , by the way, I went in his office about tha t 
time and he admitted , as a banker, t ha t the insurance requirement I 
just described, the insurance contract with the borrower was sound, 
and he required one himself.

In  the matter of this  construction loan question, it is a thing tha t 
requires a lot of close work, but you still are not in business with every
body in the neighborhood in Georgia if you simply know t ha t you 
have got an 80-percent loan against value at the time you make the 
advance. You don’t care whether  he pays them or not. They can file 
their lien, it won’t be worth anything, and it will automatica lly ex
pire within a year from the  date of last delivery in the mat ter of a 
materialman’s lien.

Now, by the same token, I  have never made a construction loan in 
my life tha t I  didn’t have a contrac t on the side with the borrower 
tha t said tha t I  reserved the right to credit the unexpended balance 
to the loan at any time I saw fit because that is in my favor.

These ginks come along and say th at you can’t do tha t, tha t th at is 
not fair  to your borrower.

Well, if I agree with a man to finance him on 20 houses and he 
builds 2 and, first, he doesn’t know how to build them or can’t sell 
them or for any other  reason, I  elect, maybe I  am out of money by 
tha t time. I thin k my contrac t is a good contract. I t is a ll in my 
favor. I  intend for  it to be. I t is all my money.

Yet if I  may say so, the examiners first don’t understand the laws 
of the States under  which they are operating, and then they have no 
legal facility, and if they ever had one over here I  don’t know it, and 
I have known i t p ret ty well. They pass i t along to Mr. Wyman,  and 
he has no legal facili ty, and never has had, in the field to study the 
question; he certain ly never had any at  Winston-Salem when I  was 
there 10 or 12 years.

Then they come along and impose it on management, and you can 
tell them 14 times and they never pay any attention  to you whatever. 
Next year they come back with the same deal.

They are jus t littl e things. We find them corresponding with a 
man in Atlanta, and they do it  with others, and they admit it, build
ing up a case against our association. The b ird’s name is Robertson, 
and he lives on Nin th Street , and he called me up one time 15 minutes 
all nig ht long for 3 days.

He is not even our borrower. They are  corresponding with him and 
telling him his r ights.  He has got  no rights. He never has endorsed 
a loan. He never endorsed, to s tar t with, and he is telling us what we 
ought to do, and sending us the  correspondence about a 10-cent item.

And, of course, that gets to where you are fussy about tha t kind of 
treatment. I  certain ly am, anyway.
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All of this was about the time when Mr. Wyman and others  were 
going around  the country try ing  to sell all these boards of directors 
they were trustees, and in which he said we were t rustees in a speech 
he made at the Georgia League, which I  have taped, and I  will be 
glad to play for you gentlemen, and if he said it once, he said it a 
dozen or two times, tryi ng to convince these fellows tha t the board 
of directors were trustees, fiduciaries, and  trustees. Fiduc iaries  and 
trustees, if I unders tand it, mean the same thing , but he compounds 
them, he calls them fiduciary trustees, a double deal, and they are not 
trustees.

The trade association at the same time published liter ature saying 
they are policymakers and members of the board of directors,  and 
money is not trus ted to them to hold in th eir hands unti l some fellow 
goes to get it, and I don’t think  the trade association—I never changed 
my mind th at they are directors, as he never changed h is mind  ei ther 
up to  now.

Mr. H olifield. Has there ever been a regulation issued des ignating 
the board of directors as fiduciaries or trustees ?

Mr. West, Senior. Not to my knowledge. As a matter of fact, I 
think it  would be illegal if he did issue it.

Mr. Smith of Iowa. I don’t fully understand your position, Mr. 
West. These people are in the position of being trustees for the funds 
tha t are deposited by the various shareholders, are they not?

Mr. West, Senior. No, si r; they are not. A mutual  savings bank, 
I think , is. But I think my board is just a policymaking group.

Mr. Smith  o f Iowa. Is this a savings and loan association ?
Mr. West, Senior. Yes, sir ; it is the F irs t Federal Savings  & Loan 

Association of  Atlanta.
Mr. Smith of Iowa. Who are  the trustees  ?
Mr. West, Senior. Who are the trustees?
Mr. Smith of Iowa. Yes.
Mr. West, Senior. They have no trustees; they don’t require any. 

The West Lumber Co. has no trustees, and they have money.
Mr. Smith of Iowa. Each one of these people are shareholders?
Mr. West, Senior. Yes, sir.
Mr. Smith of Iowa. And so they have someone to be the officers 

of the organization  to hold these-----
Mr. West, Senior. Take the Standa rd Oil Co. which has share

holders, and if they have a man whom they call a trustee I never heard 
of him.

Mr. Smith of Iowa. The officers and directors of the company are 
entrusted-----

Mr. W est, Senior. But they are not trustees. A board of directors 
in a savings and  loan association are policymakers.

Mr. Smith of Iowa. We are just  playing with words.
Mr. W est, Senior. I don’t think  they  manage i t;  I  don’t th ink  they 

have anything to do w ith managing the business. I think tha t is one 
of our big differences, too. We are in a cleavage here.

We have been talking about tha t for 10 years. Nobody has ever 
changed their minds, and there is a lot of difference.

By the way, there is a lot of  difference in the trusteeship  in a mutual 
savings bank where five men are the trustees  and they succeed 
themselves.

74890— 62— pt.  3----- 3
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If  I know anything about mutual savings banks, in the main, the 
so-called shareholder-depositor in that case is nothing  but a share
holder. He hasn’t even got anything to do with the electing of  them.

Mr. Smith of Iowa. Well, tney exercise a trust . I guess i t doesn’t 
make any difference what you call it ?

Mr. West, Senior. I don’t know even if they exercise a trust. I don’t 
think you can confront one of our directors and say, “Where is the 
money?”

I don’t think he has ever had the money. He might  catch me or 
the president  or treasurer,  but I don’t think  he is trusted with any 
funds.

Mr. Smith of Iowa. The officer of an organization tha t has no money 
exercises a trust for the organizat ion members, doesn’t he ?

Mr. West, Senior. He is not bonded for tha t money anyway, t hat  
I  know of.

Mr. Holifield. He is a director .
Mr. W est, Senior. Yes, si r; a d irector  is not bonded to handle any 

money, and he wouldn’t go to jail if he mishandled it, if he has. 
That is a right  cute little study. I would be glad to  keep on tha t one 
a long time. Tha t is a good one.

Mr. Glick. Mr. West, about the time this speech was made in 1958, 
tha t was about the  time when you have indicated that  you were forced 
out from your position with the Fi rst  Federal Savings & Loan Asso
ciation of A tlanta , is it not?

Mr. West, Senior. About the time this speech was made?
Mr. Glick. Yes.
Mr. West, Senior. By Mr. Wyman down in Savannah. He made it 

after .
Mr. Glick. After?
Mr. W est, Senior. I will get i t afte r tha t point, with your permis

sion, Mr. Chairman.
Mr. Moss. Yes.
Mr. West, Senior. Then came this delayed action report  of 1957, 

examined in Jan uary and delivered December 14, I believe it was, 
and it raised the  same old questions, although we thought from what 
had been said in the last repor t tha t we had settled every difference 
except maybe th is Baylis loan question of what is an appraisal.

And so we were admonished, and tha t document is around here 
somewhere; you have a copy of it—well, I haven’t been admonished 
since I was a boy, and I wouldn’t know what it was, and so I looked 
it up. I thought it was tough enough to where I  ought to do some
thin g about it.

So I named a special committee of the board tha t, presumably, were 
much more neutral than  anybody else, if th at is the word, and they in
terrogated everybody in sight  and hearing, and meanwhile we had 
one or  two lawsuits. We always have had them.

Lawsuits, when somebody sues me, I don’t get mad. I am always 
going to have two to one on the deal. We undertook to foreclose on 
a man named Norwood who wouldn’t pay interest  on a construction 
loan. That  case is well known. I don’t think there is any use to even 
go into it here.

We were enjoined from foreclosure, and af ter 2 years, with 43 houses 
out of 200 and some, which had already been sold and financed, we got 
the houses back, and we got all the land back and all the lots back.
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Tha t is all we could have got if  our foreclosure had gone through, and 
we got the rent  on the houses for the time, which was a secondhand 
house a t the end of th at time, but tha t is the slow process o f law, and 
you can’t do anyth ing about it.

We didn ’t lose any money. We w’on’t lose any money nor will we 
lose any in terest in the transaction.

Wha t we are suing him for  now is principa lly a 10-percent attorney’s 
fee which was included in the note. We didn’t lose tha t because we 
never did have it, and yet that jury  decided in para graph No. 5 that 
one of these 7,8, or 10 notes contained usury.

Well, of course, ri ght  then the Federal home loan bank boys want 
to get you around the corner and tell you tha t because you charged 
usury they will throw you out right away.

Well, under the Truman, I  called it, edict, you could charge 5 per
cent on construction loan and 2.5-percent service fee in our State. The 
2.5 was regulated , I  think, through the Federal Reserve into the F HA , 
if I remember it, and so we charged them 5 and 2.5, 2.5 service fee.

Well, in the process of this loan, which lasted a much longer time 
than  we thoug ht i t would, the “edict” was revoked. It  had  applied  to 
loans going through  the Federa l Government or VA or FH A channels.

When it was revoked we went back to the 8 percent interest, which 
is a legal contract and rate  in Georgia, and not 2.5, but ^-pe rcen t 
service charge.

Well, if in seven-eighths of this contract  2.5 service charge was 
good, then it  would seem to me that a half percent ought to have been 
good for doing the  same identical servicing, and the same job or every
thing.

But the jury , and one of the jurors told somebody, who told some
body, who told  me, and if quoted right , thought they ought  to com
promise somewhere.

Well, the $70,000—we are still pursuing the Norwood case. They 
are trying to pay us, and he charged everything tha t the examiners 
ever charged us with, and we whipped all tha t in court, and we are still 
pursuing them for a deficiency judgment, and they have offered us 
money to settle everything he is suing us fo r or we are suing him for.

We won’t take it, and if we did get the $70,000 we would have to 
give him c redit for $14,000. If  we got tha t much, tha t would be much 
more than we ever intended to get out of the property anyway, and 
the property shows a profit, both for the time the money has  been out 
and for the sale of the lots and houses and everything, and we have 
not lost any money, and tha t is the so-called Norwood case briefly 
explained.

So when we were admonished, I thought we ought to do something 
about it.

Mr. H olifield. Wha t was the nature  of the admonishment ?
Mr. West, Senior. Well, tha t is a top line in an examination in 

paragraph  1, I believe i t is, and you have the document before you.
He s ays :
Cons truct ion lending. Notwithst anding previous supe rvisory comments and 

admonitions designed to brin g about a more pru den t construction  lend ing policy 
and practice,  the  repo rt c lear ly shows the  association  h as cont inued to make  sub
stan tia l loans to specu lative  builders—
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and so forth . That is dated November 2d and it is from the Federal 
Home Loan Bank Board Supervisory Agency. That is dated Decem
ber 2, 1957, to the board of directors of the Fi rst  Federal. Tha t 
is the supervisory le tter, and you have a copy of it.

(Copy of correspondence between Federal Home Loan Bank Board 
of Washington, D.C., and Fi rst  Federal Savings and Loan Associa
tion of Atlanta,  Atlan ta, Ga., relative  to examination and audit of the  
association as of J anu ary  14, 1957, retained in subcommittee files.)

Mr. Glick. That is it  ?
Mr. West, Senior. Is this  your copy ? Tha t is your copy. Excuse 

me, I didn’t know this  came from it.
That is signed by John A. Fogarty , supervisory agent.
Then, there is a loan subject to comment sheet, and another one; 

then a reply by our board of directors, by the special committee of 
the board, and then some mater ial here tha t called in men to whom 
we were advancing money and asked them all kinds of questions about 
the West Lumber Co. and the Home Owners Co., and everybody. 
That is our board of directors. That is our board of directors tha t 
is carry ing on an investigation of us.

So then we had a special board meeting, and we reread all of this 
material. I asked Mr. Horace  Russell to come from Chicago and  be 
with us to get us out of this  terrible  shape we were in, and we won
dered what to do. The best thin g to do was to go see Mr. Wyman 
to find out what he had in mind, and Mr. Russell didn’t seem to want 
to go. He had several cases up there, and traveled around the coun
try , and it seemed appropr iate  to send our attorney, Mr. Herbert 
Johnson whom I  had employed 10 or 12 years before, because he 
knew something about rea l estate  law, and he did go.

I  believe on his  first v isit, whereas i f I  could read before th is—do 
you have it before you, where the repo rt before this  indicated tha t 
everything now is fine except this ? In  other words, we thought we 
were in pre tty good shape in this period, and we had inquired into this 
delay in report ing, and it seemed as if everybody had a delay, and 
we thoug ht no thing of i t.

So when it comes in we were admonished, and we sent Mr. Johnson 
to Washington . That was in  March about last year, 1960.

Mr. Moss. 1958.
Mr. West, Senior. I mean 1958, excuse me. That is when I got 

back, I  am sorry.
I got th at mixed up, March 1958, tha t is right.
Mr. Johnson came back with the news tha t he ha,d ta lked to Mr. 

Wyman at grea t length,  and he made three trip s up there, as I re
member, and Mr. Wyman had said tha t he was going to throw me 
out, throw me off the board, throw George Jr . out, throw him off 
the b oar d; throw Mrs. Mobley off the board, who had run the  associa
tion actually, when George Jr.  was a young fellow, had been every year 
except one of our existence, and is still there, and George Jr . must 
sell his stock.

Well, tha t was subsequent. We must get four  new directors, and 
I  believe tha t is about all.

Well, tha t was about the time tha t seizure was a pre tty popular 
affair, and the courts were trad ing  on discretion with these fellows, 
and they could have amalgamated us with one in town in about three
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seconds; and my 30 or 40 years, whatever it is th at I fooled around  
with it, would have been shot out the window.

And finally Mr. Johnson got togethe r on another visit or two the 
fact tha t they would throw me out, and I had to leave the premises, 
but George W est, Jr. , could stay as president , but  could not preside  
over the meeting and couldn’t be a board member.

He would have to sell his stock in the Home Owners Co., which 
I  gave him or he didn’t buy it, or somebody did, for $1,000, and he 
would have to sell his stock in the West Lumber Co., which he can’t 
afford to do, and hasn’t done, which I gave him. He never bought  
any of tha t, or some of our family gave him.

Finally  it boiled down to a conversation between Mr. Wyman and 
Mr. Johnson and myself from Atla nta to Washington, in which Mr. 
Wyman denied tha t he said that George J r. had to be thrown off the 
board and not preside ; but so long as I  got out and lef t the place it 
would be all right , and th row Mrs. Mobley off the board and get four 
new board members.

Well, I  thought I had bette r go to W ashington myself, distrustin g 
most people, and so I went to see Mr. Wyman.

I have known John ever since he has had a job up here with  the 
Federal Home Loan Bank Board. I confirmed the fact th at that was 
what he was going to do with me, and aft er spending 3 hours and a ha lf 
with him, he said tha t he couldn’t determine whether or not George 
West, Jr ., was competent to be the president as long as I stayed 
there. And then, of course, he described all the troubles he had, which 
I didn’t care a nything about. I t is his job, not  mine.

He couldn’t get regulations he wanted from the Board, and 1 said, 
“Why do you want to try  to enforce them unti l the Board  changes 
them.” I know all his troubles, too, and by the way, that was him 
and me. If  he made a record of it I  don’t know. I didn’t know 
he had a record  going, but  if  he had i t going it  would be a good t hing 
to play over again because I went over to see him, and whenever I 
go see anybody I see them.

Mr. Moss. Now, in the visit of Mr. Johnson to Washington in the 
negotiations preceding your visi t, was thi s en tirely between Mr. Wy
man and Mr. Johnson?

Mr. West, Senior. Yes, sir. So fa r as I  know, he never called 
in a soul when Johnson was there, although I wasn’t there and can’t 
say so far  as I  know.

He didn’t call anybody when I was there. He did do this, he 
wanted to know where I was stopping, and I said nowhere, because 
I  came up  by plane. He indicated if I  was a t a hotel he was going 
to look i t up and see—wait a minute, I  am 2 years ahead of my story.

Then there  was nothing for  me to do but to go see the  Board mem
bers. I told him he had whipped me, and I  admitted it, and I have 
told that to mighty few, and never have had to.

Mr. Glick. Mr. West-----
Mr. W est, Senior. Yes, sir.
Mr. Glick (cont inuing). Did Mr. Wyman indicate to you tha t this 

decision for your removal was a decision of the Board—of the  Home 
Loan Bank Board ?

Mr. West, Senior. No, sir. He never talked  to the Board  members 
in my presence about it, but I did go talk to them ri ght then.
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Mr. Glick. Was this meeting with Mr. Wyman before or after a 
lette r from the association to Mr. Wyman—the lette r from Johnson 
setting up practices?

Mr. West, Senior. No. Th at was before that . That was after
ward, in talking back and for th—something he could present to our 
board to really do the job.

Mr. Glick. The lette r then preceded your visit to Washington?
Mr. West, Senior. Tha t is rig ht—no. This Johnson le tter of which 

I  think you are re ferring to-----
Mr. Glick. Yes, sir.
Mr. West, Senior (continuing). Was prepared after I went up 

there to see Mr. Wyman.
Mr. Glick. You had gone to W ashington to see Mr. Wyman?
Mr. W est, Senior. Tha t is righ t.
Mr. Glick. And then returned ?
Mr. West, Senior. Tha t is rig ht ; and on the same day, the same 

hour I went down the hall and I  saw the Chairman. He didn ’t know 
me very well. I don’t know why he should have, and I  told him who 
I was, something like I told you gentlemen here, which you are awfully 
patient to listen to. I didn’t waste that  much time with  him.

I told him tha t Mr. Wyman was going to throw me out, I  told him 
I  was a fa irly  good businessman and honest, that is, Mr. Robertson.

I apparently didn’t make much impression on him because he didn’t 
ask a second word, but says, “Thank  you.”

I walked out and I went down to see Mr. Hal lahan and, by the way, 
having testified before congressional committees fo r the Chamber of 
Commerce of the United  States principally, some 20 times in the la st 
25 years, and knowing Mr. Spence and Mr. Rains and Paul Brown, 
one of my fellow citizens, and doing about the same job I am try ing  
to do here now, Ha llahan knew me well, he knew me longer than any
body else down there, and so did  Mr. Dixon, because I have done the  
same thin g in the Senate, and they were both clerks to those commit
tees at those places, and I  knew them then.

Mr. Hallahan didn’t ask a second word.
I went in to see Mr. Dixon, and Mr. Dixon said, “When you fellows 

were up here before talk ing to Mr. Wyman or Chairman McAllister, 
you treated him pretty rough,” so he remembered it. He was one who 
did remember, and he was the only member le ft because McAllister 
was gone, and there wasn’t any thir d board member when we were 
scolded about this  1954 deal about appraising.

So anyway they were all th ree on notice as to what Mr. Wyman was 
going to do to me, and they seemed to be satisfied with it.

I told them in their  own place of business, so then the record will 
show tha t I went back to  F irs t Federal and Mr. Johnson got up a lo t 
of stuff. I t ’s a good thin g he didn’t put  it in the minutes when it 
passed, what I actually told them. I asked them to retir e me, and so 
I moved out of the place.

There  is a letter  of  transmi ttal  that goes with the lette r you have 
before you with all the insinuating  material  in it tha t I was willing 
to take; one is you have got to select your board members in the 
futu re with more good judgment.

Well, they always have been selected with more good judgment. 
One is if the Home Owners Co. is going to sell any real estate they
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can’t sell real esta te in  excess of a fee fixed by the Atlanta  Real Estat e 
Board.

As near as I can tell they never paid  but one-half of 1 percent to 
sell any real estate, and the fee fixed at tha t time by the real estate 
board was 5 percent, and tha t is a matt er of record with you.

Mr. Moss. Let me ask, who ins tructed you tha t the Home Owners 
would have to sell at a fee fixed by the At lanta Real  Esta te Board ?

Mr. West, Senior. This is a document t ha t you have tha t I would 
be glad to read to you th at Mr. Johnson prepared, tha t was an agree
ment reached with Wyman as to what terms had to be done—would 
you like me to read it, si r ?

Mr. Moss. I would like to read that letter  and then I  think we might 
just  ask for some comments from the Depar tment  of Justice  as to a 
policy which directs a firm to comply w ith a price-fixing arrangement 
m a community.

Mr. W est, Senior. That is exactly what it was, sir, n othing else.
Mr. Moss. I know th at it is quite customary that  real estate boards 

more or less agree or follow a prac tice; I just didn’t know tha t agen
cies of the Federa l Government directed tha t you had to do that.

I think, Mr. Glick, we will request Judge  Loevinger’s comments on 
such a policy.

Mr. West, Senior. Let me read th at to you, sir, so I  will not t ravel, 
myself, under false statements. Some of it is written  in numbered 
parag raphs , and some of it is jus t conversation. I t is all addressed to 
Mr. Wyman.

The Home Owners Co. will be allowed—
this is a le tter tha t—let me see what i t is. This is a lette r of A pril  14, 
1958, addressed to Mr. John Wyman from Mr. Herbert  Johnson and 
on Herbert Johnson’s stationery.

(This letter  of April 14, 1958, is contained herein as p art  of exhib it 
No. 19 and appears on p. 96.)

Let me, Mr. Chairm an—I know you gentlemen—I don’t know how 
you put up with me, but here I  am, how I  discussed with  the—I will 
cut out the whole nam e:

I have discussed with the board of directors of the Fir st Federal Savings & 
Loan Association of Atlan ta our conversations regarding the steps necessary to 
eliminate the criticisms of the association by the supervisory division of the 
Federal Home Loan Bank Board. It  is the sincere desire of the board tha t the 
association be operated in such a manner as to avoid such criticism and to cause a 
minimum amount of trouble  to the supervisory au thorities.

The board wishes to fully comply with your requirements. In order to ac
complish this, the First  Federal Savings & Loan Association of Atlanta will not 
knowingly:

(а) Make any construction loan on real estate  where the builder does not 
have an investment in the property of at  least 20 percent of its cost.

(б) Accept the value of real esta te generally as being in excess of the selling 
price.

(c) Make any loan in excess of 80 percent of the selling price  or the appraised 
value of the property, whichever is lower, save in exceptional cases.

(d) Make any loan on property on which the West Lumber Co. will have a 
second mortgage.

Now may I digress and make an open statement tl 
eral never loaned anybody any money to the West ” 
lifetime nor has the West Lumber Co. endorsed ai

.j&m
iber Co. in tl 

)dy else’s notes'^
become liable for them in its l ifetime or the Honfg §3

♦
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And, by the way, tha t goes for any West Lumber Co. subsidiary, 
which they have none. They operated under  registered trade names, 
but they haven’t done the same thing. West Lumber Co. never bor
rowed any money from the  F irs t Federal.

Let me see, we must have lef t off afte r this one:
(e) Allow any coercion of any bui lde r by which he would be requ ired to buy 

any  building  materi al from any  par tic ular  company.
(/ ) Make any loan on proper ty on which the  Home Owners Co. will have a second mortgage .
(ff) Require  any borrower to lis t a house  for sale  thro ugh  the  Home Owners Co.
(h)  Require  any borrower  to ca rry  hazar d insurance  thro ugh  the Home 

Owners Co.
Then it quotes—well, I guess this  is all quo ted:

The assoc iation will dispose of its  rea l est ate  as promptly as it  can do so on a 
reasonable basis and will not  build  any more houses except  when  necesary as a 
salvage operation, and then only af te r reporting to you.

In  other words, under the  rule tha t we al l operate under, i f we, for 
salvage purposes, have to build a house, to sell lots or  get your money 
out, we have a righ t to, but now they can’t do it  unless they report to 
him, “and to you,” th at is him. The whole Board isn’t mixed up in 
this, this is jus t Mr. Wyman.

The person who takes  appl icat ions fo r loans will tell his prospective  borrowers 
th at  fire and extended coverage insu rance is requ ired  and ask if they have any 
preferen ce as to agency. If  the  borrower  names a choice, his choice will be 
accepte d; i f no t, the  Home Owners Co. w ill be suggested.

That is what we have been doing, not even that.
The borrower can accept or refuse  this suggestion. The borrower or any sub
sequent purchaser sha ll have  the rig ht  to change insurance  on any  ann iversary 
date of the policy.

The  Home Owners Co. will be allowed to act as agent for  the  Fi rs t Federal  
in the  selling  of any rea l es tat e only when the price charged  the Fi rs t Federal  is 
not  g rea ter  than  the recommended minimum of th e A tlanta  Real Es tat e Board.

This  is what you asked about, Mr. Chairman, and, by the way, that 
rate  was published at tha t time, I am sure, on a sales contract which 
you can go downtown and buy from prin ters  who p rin t legal docu
ments.

I  hope I don’t belong to the real es tate board.
Mr. Smith of Iowa. In  effect, that says they can’t charge any higher 

rate.
Mr. West, Senior. And tha t rate  fixed by the A tlan ta Real Esta te 

Board. Shall I  read i t again ?
Mr. Smith of Iowa. I t doesn’t say they can’t charge less, does it?
Mr. West, Senior. The Home Owners Co. will be allowed to—

ac t as agent for  the Fi rs t Federal  in the  selling of any rea l est ate  only when 
the price charged the Fi rs t Federal  is not  grea ter  tha n the  recommended mini
mum of the  A tlan ta Real  E sta te  Board.

Mr. Smith of Iowa. It  doesn’t say he could not charge less.
Mr. West, Senior. That is right .
Mr. Wallhauser. Have  you ever charged more?
Mr. Wert, Senior. No, sir ; we never had charged. From what we 

have investigated, we never charged as much as 1 percent.
Mr. West, Junior. We were never charged.
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Mr. W est, Senior. You were never charged as much as the amount.
Mr. Wallhauser. The fixed rate.
Mr. West, Senior. Yes; and, generally from the record. That was 

one-half of 1 percent.
Mr. Wallhauser. Wha t then was your idea as to the reason for  

this charge?
Mr. W est, Senior. This is sor t of appeasement of a policeman. I t  

is to let him know tha t you look like you are doing wrong, and you 
say you won’t do i t again. Anyway, he took it. It  seemed to  be all 
right .

Neither  pur cha ser s of prop erty  from the  association nor  borrowers will be re

quired to purc hase any  building ma ter ial  from the  Wes t Lumber Co., bu t they 

sha ll no t be pre ven ted  from doing so.

I told him we would take an affidavit in the Fir st Federal from 
every prospective borrower tha t, if anything  in tha t house had  any
thin g to do with the West Lumber Co. or the Home Owners Co., 
we would not accept the application. He was afr aid  to  do th at one, 
but that is what he wants. That is what he did want.

Mr. Moss. Mr. West, how many federal ly chartered savings and 
loan in stitutions are there in A tlan ta, in your competitive area ?

Mr. W est, Senior. There are about 8 or 10. George, Jr ., is ch air
man of the Atlan ta Savings & Loan Association Club, or whatever  
they call it.

Mr. Moss. Are  ei ther  of you gentlemen familiar  with  the practices 
preva iling in the  Atlanta  area by federally chartered savings and loan 
associations ?

Mr. West, Jun ior . Generally, yes.
Mr. Moss. Do any of them, to  your knowledge, follow a policy of 

making construction loans on real estate that a builder does not have 
an investment in the  property  of at least 20 percent of its costs ?

Mr. West, Senior. No, si r; we never have either.
Mr. Moss. You never have e ither.
Mr. West, Senior. Now, Mr. Chairman, notwithstanding  the fact  

we m ight advance a man at the rate  of  $175 an acre to buy 50 acres, 
but i f we think it is worth $500 an acre, as it is, and appraise  it as such, 
we would loan him the money, and we did loan the money.

Mr. Moss. And you loaned on the basis of appraised value?
Mr. West, Senior. Yes, sir ; what we th ink  about it.
Mr. Moss. Is  that the practice prevailing in the Atl anta region?
Mr. West, Junior. Yes, sir.
Mr. Moss. Do you know any area where it  is not the practice  ?
Mr. West, Junior . No, sir.
Mr. Moss. You served as nat ional chairman of the Savings & Loan 

League. Do you know of any area where it is not the practice?
Mr. West, Senior. No, sir.
Mr. Smith o f Iowa. Mr. Chairman, would you yield ?
Mr. Moss. I would be happy  to yield.
Mr. Smith of Iowa. It  migh t be more than  80 percent of the ap

praised value.
Mr. West, Senior. I am not going to subscribe to tha t. He will 

throw me out  again.
Mr. Smith of Iowa. You migh t loan more than 80 percent  of cost if 

the appra ised value were more, right?
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Mr. W est, S enior. Yes,  s ir.  I  am no t go ing  t o cha nge my  o pin ion  about ap praised value .
Mr. Moss. Do you know whe ther  it  is th e prac tic e to  accept  the  value  of  rea l estate  ge ne ral ly  as be ing  in excess of the sel ling pric e?Mr.  W est, Senior. Tha t is ki nd  o f like  “ show me the ca t.” I don’t th in k general ly I  know. B ut I  know well  we hav e made some loan s in excess of  se llin g p ric e or  eq ual  t o sel ling pri ce,  an d especially  when we were  ove rcom ing the dep ression, an d a ma n comes along,  a rea l est ate  spe cul ato r, and I  have in  mind a two-s tory sla te roo f, fou r- bedroom , t wo-ba th house , with  d ow nstai rs liv ing qu ar ters and kitche n fo r $15,000 spot ca sh, and he g ot  ou r $15,000 to  buy it  w ith , and  tu rned  aro und and sold it fo r $25,000. A man wa nts  to leave tow n or  lef t tow n and he wa nts  to  dump  his place, we do n’t care wha t it  was.Mr.  Moss. Be for e becoming a Membe r of  Congress I  was in rea l estate , and I  recall  ma ny ins tan ces  in  all  typ es  of  loans where the  ap prai sa l exceeded th e se llin g p rice .

Mr. W est, Se nio r. That  is r ig ht .
Mr.  Moss. FH A , G I’s, con ven tional s, th ro ug h sav ing s and loans, th ro ug h insura nce  companies. I  am ju st  w ondering if  t he pract ice  in the  A tlan ta  region was d iffere nt fro m that  which I  ha d become accustom ed to in my p art  of t he  coun try .
Mr.  W est, Senio r. No, s i r ; it  was no t.
Mr.  W allhauser. Mr . Ch ai rm an , ma y I  in te rr upt there ? I  th ink we w ill all agree th at  one o f the  appro aches to  a p rope r a pp ra isa l is the  com par ison o f sales.
Mr.  W est, Senior. That  i s righ t.
Mr . Moss. Cor rec t.
Mr . W allhauser . O f sim ila r str uc tur es , and so fo rth . So the sale pr ice  does h ave  some effect o n the  u ltimate ap prais al.
Mr . W est, Senior.  That  is r ight .
Mr . Moss. A very major  im pac t.
Mr.  W est, Sen ior.  T hat  is righ t. You tak e it  i nto  c onsidera tion if  you can hone stly  take it.
Mr . Moss. Bu t you cann ot  lay  dow n a rule of  thu mb  and say th at  is the  m ajor  thing .
Mr . W est, Sen ior.  George, Ju ni or , disa grees wi th me a litt le,  bu t these super visory  agents now  are  go ing  to make crooks ou t of  al l the  bu ild ers even in ou r business because th ey  ar e goin g to come a lon g now and say  cost or  sel ling pr ice  o r a pp raise d valu e, wh icheve r is  less, consti tu tes lo an value.
I  am go ing  to come to you and wa nt  t o borrow $8,000 on a $10,000 house I  am ye t t o build . I am go ing  t o pu t the lot  in at  some value. Th is, by the  way, ju st  to dig res s 1 second,  in th is  lot question. I f  we hav e go t the money to make a loan  w orth $800 a t cost, which i s wor th  $1,500, a sing le lot , whe ther  the fellow does or  no t, then  we are  not los ing  any money  if  we know w ha t we ar e do ing.
Now back  to  my quest ion  again , thou gh , then  they  hav e go t the bu ild er  now coming in eve ry week and m ak ing a d rawi ng , m aking  him ma ke an affidavit of  wha t his  cost  is. I  don’t know how many costs they  h ave  got . I  kn ow th is,  in  th e cash  and  ca rry  business at  th e pres en t time, a man  can  save 25 to 40 pe rce nt because the del ive ry syste m and the service system a nd  the  c redi t syste m in the b ui ld ing m ate ria ls has reache d such rid icu lou s prop or tio ns , an d it  is one which I  don’t
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need  an y ord er  to  te ll  me, an d a tr uck  used  to  cost $1,500, now it  

cos ts $6,000.
I  sen d ou t tw o men  w ith  a th ou sa nd  fe et  o f w al lb oa rd —n oth in g  t o  

be gi n w ith , an d m ay be  it  costs  me $40 an d I  am  se ll in g it  fo r $45 or 

$50. The y w an t 10 she ets  de liv er ed  upst ai rs  in  th is  roo m,  a nd  20 s he ets 

in  t h a t r oom,  an d so  on  and  so on. The  st re et s h av e b een  dug  up,  w he re  

th er e ar e w ater , ga s, sew er,  an d el ec tr ic ity  an d house conn ec tio ns  cu t 

in , an d it  is ra in in g , an d al l th e boys h av e a co nv en ient  l it tl e  tr ac to r 

th a t ge ts  him  ou t o f th e mud , so we h av e no  bac k ax le  o r fr o n t ax le  i n 

th e truc k,  an d so yo u had  bet te r give  him  $10 wh en  he  com es in  to  

bu y on t h a t basis —wh en  h e d oe sn ’t  h au l hi m se lf,  a nd  y ou  a re  d oi ng it , 

an d you in vi te  hi m  to  ha ul  it  ou t to  th e place— th e cash  an d carr y  

ser vic e is m ak in g re m ar ka bl e st ride s ar ou nd  th e co un try.
Air. Moss. I  th in k  we wi ll w an t to  review  som e of  these pr ac tic es  

an d why  th e le tt e r wa s d ra ft ed  to  ref lec t a pl ed ge  n ot  to  fo llo w th em  

in th e fu tu re . T h a t w ill  ta ke co ns iderab le  tim e,  so th e su bc om mitt ee  

wi ll now re cess u n ti l 1: 30.
Air. W est , Sen io r. T hank  you , s ir.
(W he re up on , a t 12 :0 5 p.m. , th e su bc om mitt ee  ad jo ur ne d,  to  re 

con vene at  1 : 30 p. m.)
AFTERNOON SESSION

Air. Aloss.  T he su bc om mittee  will  com e to  or de r.
Air. W es t, wo uld y ou  li ke  to  co nt inue ?
Air.  W est, Senior . T han k yo u,  si r.
M r. G li ck . Air.  W es t, a t th e tim e we rec ess ed fo r lu nc h you we re  

di sc us sing  t he le tt e r of A pri l 14, 1958, from  H erb ert  J oh nso n to  J o h n  

AV ym an . W ou ld  yo u c on tin ue  w ith th a t,  ple ase ?

FUR THER TESTIMONY 0E GEORGE W. WEST, SR., CHAIRMAN,

BOARD OF DIRECTORS, FIR ST FEDERAL SAVINGS & LOAN ASSOCI

ATION OF ATLANTA, ATLANTA, GA.; ACCOMPANIED BY GEORGE

W. WEST, JR., PRESIDENT, FIR ST FEDERAL SAVINGS & LOAN

ASSOCIATION OF ATLANTA, ATLANTA, GA.

M r. W est , S en io r.  T han k you , s ir.
M r. G lic k . Y ou had  re ad  it  an d qu es tio ns  we re  be in g aske d yo u.

Mr. W est , Se nior . I  di d not co mplete  th e re ad in g of  it.  Do  yo u 

w an t me t o co nt in ue  ?
M r. Moss. Ye s, I  t h in k  you  sho uld.
M r. W est , Sen io r (r ea din g) :
The board of directors  of the  associat ion will exerc ise more carefu l control  

of the  a ssoc iation and  assum e resp onsibility for  its  fu ture  opera tion. Vacancies 
on the board will be filled w ith ext rem e care .

All communicat ions from the  supervisor  will be replied to in a dignified and 
respectfu l manner. All persons comm unica ting with the  assoc iation, wh eth er 
by let ter  or in person,  wi ll be t rea ted  courteously.

* T his le tte r has  been read to the  board of dire ctors and  they have approved 
its  contents.  These  dec isions have been reached by the  bo ard on its  own respon si
bility and are made in good fai th and  withou t any rese rvat ion,  so th at  fu tu re  
operations of the  assoc iation will comply not only w ith the  ru les and reg ula tions 
of the Fed era l Home Loan Bank Board but with good business and  eth ica l 
practices.

In  the  even t of any fu ture  complaints, the  board would appre cia te you r 
calling  it  to its  att en tio n so that  an inve stiga tion can be made and steps taken 
to e rad ica te th e cause.
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Apparent ly, Mr. Johnson transmitted tha t lette r the next day. (The  Apr il 15, 1958, letter from Mr. Johnson  to Mr. Wyman iscontained herein as pa rt o f exhib it No. 19 and appears  on p. 96.So Apr il 15, to John M. Wyman, en titl ed :
Dear J ohn : I  am enclosing a le tte r which I have  been authorized to mail you by the  board of director s of the  Fi rs t Federal  Savings & Loan Association of Atlanta.
This is on Johnson’s legal stationery , by the way.
The only change in thi s le tte r and  the one which I showed you is that  on the second page the  word “fu tu re ” has  been sub stit uted for the word “successful.” Some members of th e board  tho ught th at  th ey migh t be assuming more financial resp onsibility if they author ized  the  la tte r word.
This le tte r has  been approved by a motion of the board  of director s that  was unanimous ly adopted.
I am also enclosing a copy of  the  minutes of the board meet ing of las t Frid ay.You will note t ha t Mr. George West. Sr., resigned all connections with  the associat ion and is now on re tir em en t; Mrs. Mobley resigned as a director  and George West, Jr.,  resigned as a member of the  executive committee.As I told you I would app rec iate  your  calling any complaints to my a tten tion  so the board may ta ke steps  to  remedy the cause.Sincerely  yours,

Herbert J ohnson.
Mr. Glick. Mr. Chairman, I would like to have included in the record a copy of the  minutes submitted to me by Mr. West of the meeting mentioned in the second lette r just read. That would be the minutes of Apri l 11,1958.
Mr. Moss. Is there objection?
Hea ring  none, the minutes  will be included in the record.(Exhibit No. 10.—Minutes of meeting of board of directors of Firs t Federa l Savings & Loan Association of A tlanta , At lanta , Ga., held at the office of the association on Friday, April 11,1958, at 2 p.m., appears in the appendix  on p. 264.)
Air. Glick. Mr. West, in discussing some of the specific provisions of the letter of April 14, 1958, item (d), “make any loan on proper ty in which the West Lumber Co. will have a second mortgage,” are you aware of any regulation tha t might have existed at tha t time which would limit the making of a first mortgage by Fir st Federal, depending upon who might hold a second or if  any second existed or did not exist ?
Air. AVest, Senior. No, sir.
Air. Glick. From this provision it would appea r tha t if the West business interests and West Lumber Co. were going to make a second mortgage on a piece of property  they would send the ir first mortgage to a compet itor of F irst  Federal  of Atlanta .
Air. AVest, Senior. AVhich they have been doing since this time.Mr. Glick. If  I recall correctly, very shortly  after you star ted tes tifyin g this morning, you said  t ha t one of the reasons for  st arting this association back in 1924 was to create a market for building materials  which would have provided money to the people who dea lt with  West Lumber Co.
Air. West, Senior. That is correct.
Air. Glick. You feel this is a proper purpose in organizing a savings and loan association?
Air. West, Senior. Well, it doesn’t make sense to me that I would have to  send, or the AArest Lumber Co. would have to send, any inquiry
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of any kind in the way of a customer they had or I  had to a competitor 
association which I spent my li fetime competing with. But I do it, 
and they are very nice to take care of it, and  they do take care of it.

Mr. Moss. To your knowledge, are  there any rules or regula tions of 
the Home Loan Bank  Board  which prohibit the placing of a second 
mortgage by any firm unless it was, in  fact, owned by the associa
tion ? Do you know of any pa rallel  instance in your experience where 
such a rest riction has been applied ?

Mr. West, Senior. No, sir.
Mr. Moss. Do you know of any rule or regulation of the Board 

which was being violated in the practice followed by West Lumber  
Co. prior to this  agreement?

Mr. West, Senior. No, sir.
Mr. Moss. Were you ever told tha t this was a violation of a rule 

or regulation?
Mr. West, Senior. No, sir.
Mr. Moss. Was it inferred tha t it  might be contrary to the personal 

convictions of Mr. Wyman ?
Mr. West, Senior. Yes, sir.
Mr. Moss. Had  you ever followed the practice  of requirin g builders 

who were borrowers of Fir st Federa l to buy the ir lumber at West 
Lumber Co. ?

Mr. West, Senior. No, sir.
Mr. Moss. Has  any charge been made tha t such practice  was being  

followed ?
Mr. West, Senior. Yes.
Mr. Moss. Had any evidence been offered to  support tha t charge?
Mr. West, Senior. No, sir.
Mr. Moss. If  you were doing it, do you know of any ru le or  regula

tion being violated  ?
Mr. West, Senior. No, sir.
Mr. Moss. Was any lette r ever written  to you calling  atten tion to 

the specific violation of any rule or violation in connection wi th this 
practice ?

Mr. W est, Senior. Pr ior  to this time, I  don’t think  so. I don’t re
call tha t there was.

Mr. Moss. Well, even on this  occasion, was there any citation-----
Mr. West, Senior. Oh, no.
Mr. Moss (continu ing) . Of a rule or regulation ?
Mr. West, Senior. No, sir.
Mr. Moss. It  would appear again to be a matter of the personal view 

of the top supervisory  representative of the  Home Loan Bank Board ?
Mr. West, Senior. Tha t is correct.
Mr. Moss. I thin k these are important  because in connection w ith 

this inquiry, we are  try ing  to determine how char tered institu tions are 
regulated, whether they are regulated uniformly under rules and r eg
ulations adopted by the  auth ority  of a board or whether we have rules 
and regulation a t the whim of an individual.

Mr. Glick. Mr. West, d id the association’s board of d irectors ever 
conduct an inquiry into the question of coercion of its borrowers ?

Mr. W est, Senior. Yes. In  other words, when this special commit-, 
tee of the board was appointed, after the admonishing which I  de
scribed this morning, they interrogated every contractor  tha t I know 
that  we had anyth ing to do with.
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Mr. Glick. Who was the  “they”, sir  ?
Mr. West, Senior. This special committee of our board of direc

tors. They interrogated  me and interrogated everybody in sight, or 
hearing,  and so far  as I  know all the record t ha t was made of the ir 
interrogation is in the documents which you have.

They even inter rogated one of the supervisors who happened to be 
around  there, an examiner named Tanner, and I  believe tha t is in t hat  
volume of material . In  other words, I  wasn’t present when they were 
doing this.

Mr. Glick. You were not present during the course of  the inte r
rogation ?

Mr. West, Senior. No, except when they interroga ted me.
Mr. Glick. You were not a part  of that  committee?
Mr. W est, Senior. No.
Mr. Glick. Was Mr. West, Junior,  a part of that  committee?
Mr. West, Senior. Not tha t I know of.
Mr. West, Junio r. No, sir.
Mr. Glick. Did this committee render a report of any type to the 

board of directors of Fi rs t Federal Savings & Loan Association?
Mr. West, Senior. Yes, si r; the one which says they interrogated 

this man or tha t man, all of the questions.
Mr. Glick. I show you this document which has been forwarded 

to the committee by the savings and loan association and ask you to 
ident ify it.

Mr. West, Senior. I t  is dated Jan uar y 22, 1958, and it is headed 
at the  top “E. R. Haw kins.” He was a builder and a borrower. There 
are two sheets of questions and answers.

The other one is the same date, D. S. Harring ton,  and it was of 
the same kind, two sheets.

The next one is J. M. Buice, same date.
Mr. Montgomery. Mr. West, these were all builders-----
Mr. West, Senior. And borrowers.
Mr. Montgomery (continuing ). Who may have bought lumber from 

West Lumber Co.?
Mr. West, Senior. Could have. Wait a minute.
Mr. Moss. Let us finish the identification.
Mr. West, Senior. The re are two sheets on J. M. Buice on that same 

date.
Of the same date R ichard F. Doetsch, three sheets.
Fre d G. Fett,  J r. , all bear the same date, tha t is th ree sheets.
O. V. Turner, that is three sheets.
Elli s M. Creel, tha t is three sheets.
Mr. Glick. Now, Mr. West, this document is dated Jan uary 22, 

1958, which precedes your removal from the board of directors.
Do you know whether there were any other documents in connec

tion with this report by the special committee or the executive com
mittee of the-----

Mr. W est. Senior. Yes, there is somewhere a conversation between 
this  special committee and a man named Tanner who was on the exam
ining staff, and I am not certain  I could ident ify—I could find it in this 
mass of material I have got here. I ’m p retty sure you have a copy 
of it. There are a lot of miscellaneous questions th is committee gave 
him, and he gave us most unofficial advice on how to run the business.
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Suppose, Mr. Chairman, we do this, suppose we see if we can find 
it in my stuff somewhere.

Mr. Glick. Mr. Chairman, with your permission, I  would like to 
have this introduced in the record at this point.

Mr. West, Senior. Here is tha t copy, and whether this be al l or less 
tha t I  have I will give it to you now.

Mr. Moss. The item will be exhibit No. 11.
(Ex hib it No. 11.—Transcript  of inquiry by special committee of 

the board of directors of F irs t Federal Savings & Loan Association of 
Atlanta, Atlanta, Ga., Jan . 22, 1958, into question of coercion of its 
borrowers appears in the appendix on p. 266.)

Mr. West, Senior. Here is a nine-sheet document entit led “Meet
ing of Specia l Committee, Dated Jan uary 29,1958,” and the chairman 
is E . W. Gottenstra ter, and it lists the other board members’ names, 
and sitti ng in with them was our  lawyer, one of our lawyers, named 
Henry Hatcher, our lawyer Herber t Johnson,  Jack Tanner, examiner, 
and W. A. Vaughan, examiner, and Mrs. Pendergrass acted as secre
tary, and here are the questions tha t the special committee of our 
board asked princ ipally  Mr. Tanner, as I remember. You can have 
that.

Mr. Glick. Mr. Tanne r is who ?
Mr. West, Senior. Well he is a-----
Mr. Glick. At th at time.
Mr. West, Senior. He was senior examiner examining us at tha t 

time.
Mr. Glick. He was then an employee or agent fo r the Federal Home 

Loan Bank Board ?
Mr. West, Senior. Yes, one of Bonesteel’s men.
Mr. Moss. Is there objection to including tha t as exhibit No. 12?
Hearing  none, the exh ibit will be inc luded at this point.
(Ex hib it No. 12.—Transcript  of meeting of special committee of the 

board of directors of Fi rs t Federal Savings & Loan Association 
of Atlanta , Atlanta, Ga., J an.  29, 1958, appears in the append ix on 
p.284.)

Mr. Glick. Item No. (f)  in this letter deals with the making of 
second mortgages by the Home Owners Co.

The question I would ask here is virtually the same th at I  asked 
dealing with the  West Lumber Co.

Mr. West, Senior. My answer would be the same.
Mr. Glick. You know of no regulation which would prevent-----
Mr. West, Senior. No, sir.
Mr. Glick (cont inuing). The association from lending to anyone?
Mr. W est, Senior. Let  me say that one cure for all these questions 

in addition to the 20-percent question is whether or not the property  
is appraised  at sufficient value to ju stify an 80-percent loan.

I don’t thin k it is anybody’s business i f a man is holding an equity, 
to discuss who owns the o ther 20 percent. I t can belong to 20 people 
or 1 person. I t belongs to somebody.

If  you make an 80-percent loan, who it is, somebody else, certainly 
owns the 20 percent, and it doesn’t make any difference whether he 
owns it in spot cash or th at many chickens or what he owns in it. The 
20 percent belongs to somebody else. If  the appra isal is wrong, then 
you have got the mixture  between the 80 and 20 wrong, but  if the
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appra isal is not wrong, then it doesn’t make any difference who owns 
the 20 percent. It  is a 20 percent ownership by some people and I 
don’t see tha t this  association has any business to say who they are.

Mr. Glick. To your knowledge and recollection, Mr. West, was 
there ever an occasion where the appra isal practices of the Fi rs t 
Federa l Savings & Loan Association were questioned by the examin
ing authorities?

Mr. West, Senior. I don’t  know one single instance where either 
supervisors or examiners ever questioned us on our abil ity to  appraise 
anything, anywhere, a t any time.

Mr. Montgomery. Did you construe, Mr. West, the criticism of 
the Board of the fact tha t you had loaned more money, on a piece 
of property than it sold for as be ing a criticism of your appraisal?

Mr. West, Senior. No, sir.
Mr. Glick. I s it proper to assume-----
Mr. W est, Senior. Of course—go ahead, excuse me.
Mr. Glick. Go ahead.
Mr. W est, Senior. Well, I  say we have an instance ever since that 

time tha t I  am going to show you in a lit tle while where they under 
take to lean over backward to show tha t we were making  greate r 
loans—an amount of loans because they copied a whole lo t of ridicu
lous figures which were wrong, and they apologized for it.

The only one, I  think, in the history  of the country where they 
apologized.

I will read it to you in due time, but you can go ahead, please, sir. 
I don’t want to stop you.

Mr. Glick. Well, without going into the remaining lettered  items 
in th is letter, is it  proper to assume tha t, following the transmission 
of this lette r from Mr. Johnson to Mr. Wyman, the association 
immediately proceeded to comply with the provisions as set forth in tha t letter?

Mr. W est, Senior. Well, T m ight say th at I  lef t, when I  made up 
my mind th at I was a man who was going to have to leave the prem
ises, I left. I never had a private office in my life there. I packed 
up what little  I had, and on a Satu rday  I left the premises and I 
don’t think tha t in the next 2 years, 2 or 3 months, I went in there 
six or eight times, and if  I  saw the pres ident any time anywhere I  said 
nothing to him about the  business, and I know very little about what 
they did except when I came back, and in agreement with Mr. Wyman 
I made some investigations, which I am still at, and still doing.

I stayed away from the premises. I made up my mind if I  had 
to quit in order  for him to prove tha t George Junio r was competent, I 
was—notwithstanding the fact that  one time he said it doesn’t make 
any difference where I am, he said,  “Your son would do this or tha t,” 
and I want to say there is nobody who accused me yet, and I want 
to say fur ther they had bette r not, tha t I had anything to do with 
the operation of that business for 2 years and 3 months, o r whatever 
the time is. It  is easy to find out.

Mr. Glick. Even though you had founded this insti tution  and 
nursed it for a goodly number of years, you suddenly divorced your
self from it?

Mr. West. Senior. Worse th an tha t, I spoke on the  radio, three to 
five stations every day in the week fo r 5* minutes every day in its
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behalf for 10 or 12 years; tha t is a good ball and chain job, and I 
haven’t done it  for 10 years, and I see people every day who say they 
listened to me.

Mr. Glick. Well, I thin k then we might direct some questions to 
Mr. George West, J r.

Following the submission of this  le tter on April 14 of Mr. Johnson 
to Mr. Wyman, did  the association proceed to comply with these provi
sions as set fo rth  ?

Mr. West, Junio r. Yes, sir.
Mr. Glick. To your knowledge, are these common practices—the 

provisions that are set for th here—is this a common practice  of the 
business in the  Atlanta area?

Mr. West, Junior. No, only except so much as I hear  that if a 
threat  was made of seizure, as it was in our case, tha t this practice 
would either be done or they would have been seized.

Mr. Glick. You say a th reat was made of seizure. I  would like to 
explore that for  a moment.

Where or how was this thre at communicated to you or the  members 
of the board  of directors of the association ?

Mr. West, Junior. Well, from the meeting tha t Johnson came to 
Washington after we were admonished and had with Mr. Wyman, 
the compromise was this  lette r, and if we ha dn’t arrived at some com
promise or his original agreement tha t both myself and Mr. West, 
Senior, would be thrown out of the association, and he would seize it, 
if we insisted on staying in.

Mr. Glick. Did Mr. West say tha t he had been told that  the asso
ciation would be seized ?

Mr. West, Jun ior. This is what I understood him to  say, anyway. 
This was my impression. There was nothing  in writ ing that I have 
in any of thi s matter.

Mr. Glick. What I am asking you is this. When Mr. Johnson  re
turned from Washington, did he inform you tha t the association would 
be seized unless the Wyman requirements were complied with?

Mr. West, Junior . Yes.
Mr. Glick. You clearly understood tha t the association would be 

seized by the Federa l Home Loan Bank Board or its officials?
Mr. West, Junior . Tha t is my unders tanding.
Mr. Glick. Was there anyone else present a t the time this conversa

tion took place between you and Mr. Johnson?
Mr. West. Junior. Mr. West, Senior, was there.
Mr. Glick. I wonder if I  might then ask Mr. West, Senior, what his 

understand ing was.
Mr. W est, Senior. Well, Mr. Wyman told him he would either do 

this or else. I don’t know what “or else” is. I t means the policeman 
is going to do something bad to you if you—I am not going to  say he 
would seize it or not.

Mr. Glick. I am not asking what Mr. Wyman said.
Mr. W est, Senior. I would say the same thing  about Johnson.
Mr. Glick. Johnson stated tha t the association would be seized?
Mr. West, Senior. Well, Johnson didn’t sta te in t ha t many words 

to me. Johnson simply said “You either do this,” he says, “or else.”
Mr. Glick. And the “or else” you assumed-----

74S90— 62— pt . 3----- 4
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Mr. West, Senior. So far as I am concerned I don’t know what 
“or else” means, even though  it comes from him.

Mr. Glick. Thank you.
Now, to  get back, following this  letter  and the depar ture of Mr. 

West, Senior, from the association and the premises, I  wonder if you 
would tell the committee wha t yo ur experience was in the operation 
of the association and what your capacity was at tha t time.

Mr. West, Junior . My capacity was then president. I  was sti ll a 
member of  the board of directors. I was not on the executive com
mittee.

As an operation matt er from a day-to-day practice, this gets to be 
rather cumbersome.

I have to—the executive committee is not there, so in order for me 
to operate I have to call them together in order to have things done, 
and the items (a) throu gh (h) and the other  general statements in 
this le tter  immediately meant tha t certain things had to be done in an 
administrative way to put  it into operation, and I felt  tha t it was 
necessary th at these go into the minutes of our board of directors and, 
of course, ra ther than calling a fu ll board meeting every day, I  p rac
tically had day-to-day meetings with the executive committee which, 
I am sure, it  is known, our c harter will show, has the r igh t to operate, 
as most executive committees do, during the interim periods of regu
lar board meetings.

This, of course, first of all, means tha t these gentlemen get  a fee for 
attending directors’ meetings, and they meet with me as much as two- 
third s of the day, day afte r day.

They immediately voted themselves a fee for meeting, which is logi
cal for them to do, and the immediate result was it  increased our oper
ating  costs unnecessarily.

Shor tly this occurred—the formulation and acceptance of this le tter 
in Apri l. Ear ly in June of that year I had a communication from 
the president of the Federal Home Loan Bank of Greensboro, Mr. 
Fogarty , saying he would like to meet with our board of directors 
and discuss some matters which were included in the examination 
which Mr. West, Senior, j ust  discussed t ha t they were making a t the 
time. The special committee was meeting in Jan uar y of 1958, in 
which this special committee had talked to Mr. Tanner.

Subsequently, I  called a meeting of the  board  of directors, and Mr. 
Fogarty  and Mr. Mank met with our board on June 17, 1958, and at 
tha t meeting they  imposed again, by this inference of mandate, certain 
things which we must additionally  do in  addition to th is letter.

I am not—I can’t say definitely in my mind whether at tha t time 
they had any knowledge of this letter  or not. But since that time I 
have had personal, of course, contact with each examining group tha t 
has examined us, almost annually , in each Janua ry within a few days 
of the extra  12-month period since 1959, and the examiners seem to 
have no knowledge of this letter , and when they found us opera ting 
under this we, of course, had to make certain explanations  as to why 
we were doing this to them, and it was all news to them.

I t seems again tha t supervision didn ’t let examination know any
thing about this  agreement th at they had reached with us and, fu rther
more, didn ’t transmit this down through the district bank to thei r 
distr ict examiners.
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Copies of these additional resolutions which they required  us to 
pass on the J une 17 meeting have been fu rnished to the committee.

Mr. Moss. I f  there is no objection, we will insert  a copy of the 
minutes of the June  17 meeting in the record.

(Ex hibit No. 13.—Minutes of special meeting of board of di
rectors of Fi rs t Federal Savings  & Loan Association of Atlanta, 
Atlanta, Ga., held at the office of the association, Wednesday, June 
17,1958, at 10 a.m., appear in the  appendix on p. 290.)

Mr. West, Junior. The first resolut ion they required tha t we adopt 

reads as fo llows:
Be it  resolved  th at  th e association make  no loan on the  s ecruity  of rea l est ate  

in which any director , officer, employee o r a tto rne y of the association has  a  dir ect 

or ind irect in terest or has  had for  the pas t 12 months or to the pur cha ser  from 

any  corpo ration in which any such person has an int ere st in excess of 2 percent, 

except as express ly perm itted by the  regu lations, or as necessary  to salvage  the  

associat ion’s inves tment in rea l es tat e in the  Meadow Cliff subdivision.

Mr. Moss. By the regulations, is that by the regula tions of the 
Home Loan B ank Board ?

Mr. W est, Jun ior.  Yes, sir ; we so construct it.
The next was th a t:
Be it resolved th at  agreements with second mortgage  holders be limited  to 

the value of thei r second mortgages and th at  any conveyance  of pro per ty be 
defe rred  until the da te when the  associat ion’s first  mortgages on the proper ties  

on an overall  bas is a re  reduced so as  not to  exceed 80 percent o f value a s a ppraised 

on the d ate  of conveyance.
Mr. Smith of Iowa. Mr. Chairman, I wonder, do you want to ask 

an explanation as we go or-----
Mr. Moss. Certain ly you can at any point.
Mr. Smith of Iowa. Will you explain tha t par ticu lar resolution?
Mr. West, Junior . This resolution and the one preceding it where 

it mentions the Meadow Cliff subdivision—was a subdivision in which 
the builder  defaulted on, and we, of course, subsequently owned the 
subdivision.

In  this par ticu lar instance, the builde r was wil ling to deed us the 
subdivision without going throu gh the foreclosure proceedings.

However, he had a second mortgage on this property  in about 
$130,000, from memory, I would say.

This  was with the West Lumber Co.
It  has always been the practice  o f our association to guarantee to 

second mortgagees when we have to take over a property or foreclose 
on it, tha t if we possibly can we will protect  thei r interest.

In  this  instance, the only way we could get them to cancel the ir 
second mortgage so tha t we could get the prope rty and salvage it 
and do something with  i t and not lose money, was for them to  cancel 
thei r second mortgage, which they would have no more interest in, 
$100,000-odd, which they did.

Mr. Smith of Iowa. Does this guarantee in any way provide  they 
will get some of their money before you get all of yours?

Mr. W est, Jun ior.  No, sir. They would only get whatever is le ft, 
if there is anything left, and a fter  we have salvaged the proper ty and 
gotten back all our money, plus in terest, plus costs, whatever t ha t cost 
may be. This is what they did.
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Subsequently, we salvaged this subdivision. This is the incident 
tha t is  specifically re ferred to  th at we won’t build any more houses.

One way to salvage, the quickest way possible, on the vacant lots 
tha t were completed, was to build houses on these lots and then sell them ourselves.

Some of this land we sold in an undeveloped state, some we sold in a p arti ally  developed state.
Mr. S mith of Iowa. What do you care about the second mortgagee 

so long as you are protec ted ? What is your concern with a subsequent mortgagee ?
Mr. W est, Junior. We could not get th is p roperty without reckon

ing with the $130,000 debt tha t was on it. It  then becomes whether 
he is going to take it over for  $130,000 and do something with it or whether we are.

Mr. S mith of Iowa. You mean he would have the right to pay you off and then take it  over in his own name ?
Mr. West, Junior. That is righ t. He had a second mortgage on it, sir.
By doing this, which was the quickest, the least expensive sort of 

way. Now, it can’t be said tha t this is the way to do everyone of 
them. You have got to look at  them each one and as you look decide 
what you would do.

Certainly one this large,  this  subdivision, probably entai led as many as several hundred lots in the final stage.
In  the meantime, the  nor theast expressway went throu gh there and put  indust rial p roper ty on both sides of the expressway.
We know the builder  paid f or this land originally $1,000. We sub

sequently sold part of it for  as much as $2,100 cash, and thereby the 
record will show, which we will be happy to furnish , tha t we had a substantial profit in this.

Now, the regulations provide t ha t in the salvage o f improved real 
estate, tha t is, those lots  with houses on them, tha t we can sell those 
to subsequent homeowners, and in a salvage manner the very best 
way we can for as lit tle or as much as we can get down on them, and 
finance the balance on a monthly payment basis, which is what we did.

As soon as we had sold some land and credited these receipts or  the 
sale of these houses, some unsold houses that the builder left in there, 
some unfinished, the whole ball of wax, so to speak, we then had some 
dollars, because we sold land for cash and had real estate left, and 
this we were then prepared to tu rn over, and this agreement had been 
made with West Lumber Co. prio r to th is time, and it had been made 
at o ther times wi th other second mortgagees and this is what both of 
these resolutions referred  to.

The last resolution, wherein it refers tha t the conveyance of the 
property  be deferred  u ntil the date when the association’s first mort
gage—well, this is another thin g tha t is peculiar  to Georgia.

We sell these proper ties as provided for in the regulations and 
they are not a first mortgage under the Federal Home Loan rules 
and regulations, although they are  in Georgia because we have actually 
sold them. For  example, the maximum would be nothing down, so 
to speak; a fellow, whatever he owes, moves in and star ts making 
monthly  payments.
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So what they are refe rring to here is tha t never again would we do 
anything like tha t, and it says here where a second mortgagee was 
involved u ntil such t ime as that  purchase price, if it was more than 
80 percent, will be down to 80 percent of the original sale price.

Mr. Smith of Iowa. I still don’t understand what you care, or 
your organization cares, whether or not there is a second, thi rd,  
fourth , fifth, or sixth  mortgage, what do you care? What you are 
interested in is your  security.

Mr. West, Junio r. Well, this  is t rue. But we couldn’t have gotten 
our security without reckoning with the second mortgagee. Maybe 
I  am leaving this out, which we spoke of earlier. Since this was a 
material  man who had  a second mortgage, he also had lien r ights to be 
reckoned with with in this property.

Mr. Smith of Iowa. But I thought your  father  said th at—peculiar 
to Georgia—there were no lien righ ts ahead of yours.

Mr. West, Ju nior. Tha t is true. But, as a second mortgagee he 
would s till have a claim in this. We have jus t been through one of  
these in another subdivision like the Norwood instance, where the 
second mortgagees and all the creditors, whether or not they have a 
case, put us in to court and kept us 9 months, even though we finally 
won out, but time is running against a bunch of half uncompleted-----

Mr. Smith of Iowa. Does the holder of the mechanic's lien have 
a right of action?

Mr. West, Junior. Ultimately he won’t have any, but-----
Mr. Wallhauser. H ow long does the foreclosure process take in 

Georgia ?
Mr. West, Jun ior.  Four weeks.
Mr. Walliiauser. You could have foreclosed, couldn’t you?
Mr. W est, Junior. We could have, and run the risk of being en

joined once again as we previously had, so the experience dicta ted 
tha t th is would be the  fastest , most equitable, and it has proved to be 
so, to a profit.

The next resolution is:
Be it  resolved th at  the  purc hase of ma ter ial s for  completing construction on 

rea l es tat e owned by the  association be made on the bas is of competitive  bids, 
except when very sma ll amounts  of ma ter ial s are involved.

This was the substance of the actual actions that were taken at 
tha t meeting.

There were othe r things  discussed in the implementation of the 
lette r of April 14.

For example, disposing of this real estate as quickly as possible 
and as ra pidly as possible which is, of course, not always the way to 
get what you have in it out, let alone sell it for profi t and sell i t for  the  
best possible means.

So we have operated under tha t, and have not been criticized. We 
have had no words from the supervisors tha t we have ever violated 
any part  of this lette r.

We have never had any criticism from them tha t we have, th at they 
have received from any of our customers, whether they would be bor
rowing members o r would be customers o r savers or whatnot, from 
them: they have had no complaints.

This entails in each of these items a rather  ridiculous concept of 
doing daily business in the matter of dist ributing insurance all over
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the face of the earth, actual ly clear out of our A tlan ta market area, 
and losing all control of it. We have had several houses 3 
years tha t we had loans on where we did not have more than 50-per- 
cent. interest, but always less than 80 percent, burn down—total losses.
We had one in  the  last 8 months, and that  takes us about 8 months to 
settle w ith an insurance company because it was an out-of-State , out- 
of-town, insurance company tha t we had no-----

Mr. Wallhauser. Excuse me, don’t they settle losses through the 
General Adjustment  Bureau or some other firm like that ?

Mr. West, Junio r. No, sir, not necessarily. There are some th at do 
and some tha t don’t. This  happened to be one that did  not.

Mr. W allhauser. Did not ? •
Mr. West, Junio r. It  took a long time, and it ti ed up what we had 

in it, you see, and we finally se ttled with them—had to go in and re
build the house, so to speak—rebuild it and suffered an 80-percent loss.
We had to hire additional insurance clerks, and we opened the door on »
6,000 loans fo r everybody to switch and change insurance because, as 
you will see here, it does not recognize anywhere in this letter that th is 
would apply  only to our borrowers, the fellow who actual ly signed the 
original contract and deed and the note and, therefore,  in many in
stances occasions occurred, as they have in the past, which probably 
people don’t understand, who buy from somebody who made the loan 
with us, and in this area is where most of the problems arise, so we 
then began to do business with thir d parties .

We almost had to submit every one of these to our lawyers because, 
generally speaking, part icularly  in Georgia, if you get a th ird  p arty  
in between you and your original borrower, you lose your  interest if 
you make any agreements with him tha t are not agreed to by the 
fellow who actually still has the contrac t and whom we do legally and 
technically have to foreclose on. He is the fellow who signed the 
paper, no matter  how long he has been gone, no matter who else is in 
possession and has actually bought the proper ty.

This  genera lly has just increased costs and, of course, as Mr. West,
Sr., mentioned earl ier, we have lost business from a very good source,, 
from both of these other corporations.

I would like to state here for the record that I  know that i t is against 
the regulations to lend either of these corporations any money. 1 know 
tha t it is against the regulations, and we never have done it—tha t is 
to lend any corporation tha t one of our directors  or officers—I ’m not .
so sure about attorney or employees—but th at is what the resolution 
says, whether they have a 2 percen t or a one one-hundredth of 1 per
cent in terest in it. We never have, to our knowledge. We have had 
occasion to turn down loans which I thou ght might have some ,
possibility.

We had a house in Atlanta which was owned by the General Motors 
Corp. They buy houses and p ut  loans on them in  the ir name for the ir 
topflight executives.

Well, I  just turned the loan down. I  would have to go back to my 
board and ask a ll the employees if they owned any stock, owned 2 per
cent interest in  this  corporation before I could consider the  loan. So 
this gets to  the matter of turn ing  perfectly good business away from 
the door. We have and are  today opera ting under this mandate.
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Mr. Wallhauser. Some of the questions tha t I had in mind, Mr. 
Chairman, have been answered by questions from counsel. I ’m just  
trying to recapitulate  for just  a minute, Mr. West, Senior. You un
doubtedly are a man of statu re and stand ing in the community and 
you organized this  association.

You are actually,  or  you were, a member of  the family of the Fed
eral Home Loan Lank Board. Your troubles, as I  remember the te sti
mony, began in 1954 or thereabouts.

The fundam ental difference between you and the Federal home loan 
bank, as I  analyze the testimony, comes about because of what they 
would call your affiliate companies. They are, in effect, considering 
tha t you have in terlocking boards of directors.

Are any of the members of the board o ther than  you and your son 
members of boards of the other corporations ?

Mr. West, Senior. There have been. In  other words, he has been 
a member of the board of directors of the West Lumber Co., which he 
is not now. In  other words, that is one of the questions.

Mr. Wallhauser. Yes. The items tha t you have mentioned as 
being upsetting to the  supervisory staff and the  examining staff, such 
as the appra isal definition—that  is merely a byproduct, isn’t it, of the 
charge, maybe not openly made, but of the implied charge that  you 
were opera ting an interlocking group of companies for the benefit 
of-----

Mr. West, Senior. Yes; I  would think  so.
I would hate  awfully bad to  imagine in this  country tha t we would 

have directors on a  bank board, a New York bank board or national 
bank board, which bank would not do business with  some association 
or some corporation tha t he migh t be a stockholder and officer of.

Mr. Wallhauser. Right . I agree with that.
Mr. W est, Senior. It  pr etty  nearly would disqualify all of them.
Mr. Wallhauser. But the premise would be tha t you were doing 

an unusual amount of business among the three corporations.
Mr. W est, Senior. Well, I am on the board of a holding company 

tha t operates five national banks in Georgia and belongs to the Tru st 
Co. of Georgia, a State-chartered bank. Certainly the Fir st Federal 
does a lot of business wi th the  Trus t Co. of Georgia. I have been for  
40 years. Of course, tha t whole question resolves itself into, I  mean, 
are you crooked or are you not crooked.

The first line of somebody being crooked is the  people have got the 
money in th eir  hands. If  you are going to be crooked, it  seems to me, 
they have real money.

Mr. Wallhauser. I  am certain, at  least I  feel sure in my mind, th at 
the Federal  Home Loan Bank Board members or staff are not charg
ing you w ith being crooked. I don’t see how they could possibly do 
so. However, they might possibly be trying to preven t-----

NTr. W est, Senior. Me from being crooked ?
Mr. Wallhauser. Not you from being  crooked, bu t other instances 

of a simila r arrangement  of interlock ing companies or affiliate com
panies or whatever name you wish to designate.

Now, moving on to your debate about trusteeship with Representa
tive Smith, a board  of direc tors of a savings and loan ins titut ion ordi 
nari ly approves the actions of the officers, approves the loans made by 
the officers, approves  purchases of personal property, in fact, approves 
almost every act of the officers.
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In  addition to that , even though they may not have a legal stature  
or s tatus as a trustee, do they not represent  the shareholders in  check
ing the actions of the officers for  the  benefit of the shareholders ?

Wouldn’t you call tha t a moral trusteeship  ?
Mr. West, Senior. I think the last pa rt of your statement is in 

agreement w ith me. I think  the first p art  is not. I don’t think  they 
approve every act as you go along. I thin k they give you a policy 
under which to operate, and when tha t policy is once fixed, manage
ment has a righ t to do business under tha t policy.

Mr. Wallhauser. Let me take a specific case.
Mr. W est, Senior. Af ter  they have done it they can look at it and 

change the policy, but  it has already been done. I don’t believe my 
board is to approve every loan before it is made.

Mr. W allhauser. You do not?
Mr. W est, Senior. No, sir.
Mr. Wallhauser. Well, my experience-----
Mr. West, Senior. If  it is we would be meeting all the time.
By the way, let me go to the Federal Home Loan Bank Board. 

When I got on the board at Winston-Salem they were meeting every 
Thursday, a committee of five men coming from a great area to ap
prove loans which had come in since last Thursday, when they met, 
and nobody had a line of credi t.

They never heard of a line of credit in the Federa l Home Loan 
Bank System, and all of it contrary to business principles, in my 
opinion.

I think  my board is to fix policy.
Now, they can look at loans after they are made, and if they want 

to set a new policy, they can sure do so, and you have got to operate 
under it.

Mr. Wallhauser. Then your board probably would only have to  
meet once a year, wouldn’t it, to fix policy ?

Air. West, Senior. Unless they wanted to change it.
Air. W allhauser. There would be no point in meeting monthly, is 

what you mean.
Air. W est, Senior. Th at is the reason they do meet monthly in order 

to check up on management once a month. They have to meet 
monthly, whether  they want to or not.

Mr. W allhauser. I cannot say in most associations, because I cer
tainly  don’t have the facts, but I know in some associations, at least, 
the board of directors do or does approve the loans that are made.

Air. West, Senior. Oh, yes.
Air. Wallhauser. Tha t is one of thei r functions, one of their  p ri

mary functions.
The facts are given as to the personal income of the individual, his 

credit standing, the appra ised value by an outside appraise r, the ap
praised value by the management, and on t ha t basis the loan is either 
approved or disapproved, with the terms submitted by management.

This, to me, is good business practice. Perhaps your association 
hasn’t found it to be so, I won’t debate th at point, b ut I do believe—I 
am not  speaking for Representative Smith—but in my judgment the 
board of directors is a t least a moral trustee  representing the share
holders, and goes far beyond just making of policy.

Now, then-----
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Air. Moss. Would you yield at th at point  ?
Mr. AVallhauser. Yes.
Air. Aloss. Wouldn’t you agree tha t whatever  the form of trustee

ship or the relationship of the  board to the shareholders, tha t t ha t is 
a determination, when in dispute, which should be made by the Fed
eral Home Loan Bank Board  or by the Congress but not by supe r
visory personnel who are there for the purpose of executing or  ca rry 
ing out policy but  not for  making it ?

Air. Wallhauser. I would cer tainly agree th at the members of the 
Federal Home Loan  Bank Board  would have the author ity. Indeed, 
I  would agree with that.

Air. Moss. And it should be formally expressed so tha t all associa
tions are alerted  to the fact tha t they will all be expected to  operate 
in the same relat ionship  to the ir shareholders and no t have it appl ied 
on a piecemeal basis, differently in different areas.

Mr. Wallhauser. Yes, I  thin k I would agree with that .
I t could well be, however, that  the Federal Home Loan Bank Board  

or its staff m ight  believe th at it is such a general practice for boards 
of directors to operate  in a given manner, that to operate differently 
would be an unusual circumstance, which they apparently have 
decided was the f act  in this case.

Now, Mr. West? I am not antagonistic.
Air. West, Junio r. Excuse me. May I say something on this subject 

if you are going  to leave it, Mr. Chairman ?
Mr. Wallhauser. Yes.
Mr. West, Junior . There are two things here t ha t we seem to over

look. In  the growth of this or any other business, first of all, as I 
look a t it today, the general structure of these boards of directo rs in 
the savings and loan business, as well as generally in the financial field, 
our commercial bankers  and all others, as well as the  life companies, 
the officers and directors—the officers, the management of the in
stitu tion in the financial field, are members of the board of directors , 
and in many, many cases in the  largest of these institutions, which are 
in the lending  business, these officers who are management constitute 
most of the boa rd, a  majority  of the board, and they are meeting daily 
about these matters. They are the management.

Mr. Wallhauser. Let me get tha t statement again very clearly. 
You say tha t in the largest, in some of the largest  insti tutions the 
officers constitute a majority of the board?

Mr. West, Junio r. Yes, sir.
Air. Wallhauser. I jus t don’t happen to know of any. Perh aps  

you can specify some. I am not debating  the question, but-----
Mr. West, j un ior. You can simply look at their  published  state

ments on the backs where they publish officers and directors  and see 
those officers and directors.

Mr. Wallhauser. I have looked at thousands of them, and I can’t 
recollect any one where there is a majority of officers on the board  of 
directors.

Mr. West, Junior. Yes, sir. Well, I  can supply you with  some.
Mr. Wallhauser. I would appreciate  it very much.
Mr. W est, Jun ior.  Then, secondly, in the  general lending field, and 

as it becomes la rger and more competitive, and so fo rth,  it seems to  
be, tha t if this is going to be constituted, and it is good because
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you have, you put  certain  members on your board of directors who 
have ta lents in this area, have experience and knowledge in the lend
ing field, that loans are approved by a loan committee of the board of 
directors.

In  other words, this is the second alternative to the first.
Mr. Wallhauser. Tha t is an alterna tive ; that  is right.
Mr. West, Junior. I will agree with you, I am not too happy to 

have the majority of officers on the board. This is not a healthy  situa 
tion, but certainly  the latte r, and this seems to be from what I see 
again looking day to day, particular ly our la rge insurance operations, 
not only in their  mortgage field but th eir whole investments, are h an
dled by finance committees in th e banks.

Mr. W allhauser. Indeed, this  may be true.
Mr. West, Jun ior. This may be several members of the board, and 

it may be some officers who are not on the board, but not the whole 
board o f directors.

Mr. W allhauser. In  answer to Mr. West, Senior’s, statement tha t 
the board of directors does not approve the loans as a usual thing—I 
seem to believe that out of minutes of your meeting where it is reported 
tha t Judge Hathcock submitted 135 closed loan files which had been 
inspected by the loan review committee, he moved the approval  of 
these loans by the board.

Mr. West, Junior.  Tha t is right.
Mr. Wallhauser. So they do approve.
Mr. West, Junior. They have already been closed within  their policy 

directed  to us management for  making loans.
Now, i f this committee has any one of those loans which they have 

any minute question which would come up about it , they review i t at 
tha t time. They make-----

Mr. Wallhauser. What could they do about it after the loan is closed ?
Mr. West, Junior. They can’t do anything  about that . We then 

have to change the policy in the  future.
Mr. West, Senior. That is a loan review committee, j ust what it 

says it is.
Mr. Wallhauser. And was the experience unusual where they 

ever found any faul t wi th a closed loan, for instance, what they object 
to on a closed loan ?

Mr. W est, Senior. One thing, of course, what the committee does is 
check the dockets to see whether or not they look right from the  stand 
point of content and repor ts and, in fact, Judge Hathcock has been a 
judge; he knows a lot about real estate law and he generally goes 
through them.

Mr. Wallhauser. Legally your counsel has approved  all of the 
documents ?

Mr. West, Senior. Tha t is r ight . Legally  he might  make a mistake 
and not include one, however, or he m ight have some exception to one 
which he hadn’t approved as an exception, which he thought was good.

Now, actually, to sta rt with we are in a strai tjacket before we 
start, because we are under the rules and regulations of the Federa l 
Home Loan Bank Board as to what kind of loan we can make or 
where, and the second whether or not collateral is to be made, if  it has 
to be collateral, so we star t off with regulations on making loans before
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we ever get to our own port. We have to operate  first under our own 
charter , you see.

Mr. West, Junior.  I think, i f I  m ight-----
Mr. Wallhauser. Yes.
Mr. West, Junio r. Each of our directors, and  we give this consider

ation in selecting directors, lives, as well as we can pick, in a geo
graphical, different geographical area in town.

In  addition to tha t loan review committee, one director has been 
designated by the appraiser  a fter the loan is made, to himself look at 
this loan, to pho tograph the  apprai sal, the application, the individual.

Mr. W allhauser. Aft er the loan is closed.
Mr. West, Junior.  Yes. I  can’t say whether it  was started  in 1924, 

I  wasn’t there to remember—but certainly  this has grown up to be a 
very satisfac tory way, and very competitive and very fast way, and has 
proved not to be detrimenta l.

Mr. Wallhauser. Ju st let me get tha t clear. The director looks 
at the  loan before it is closed ?

Mr. West. Junior. No, af ter  it is closed. He reviews it, in other 
words; in ad dition to the material , the  judge, for example, there, that 
is the-----

Mr. Moss. Sor t of locking the stable door after the horse is gone, 
isn’t it?

Mr. W est, Junior. Why we—I can’t say why we—built this up ex
cept I know this in the very beginning, in a small town, in a small 
association, all the board did was to meet and  decide as to where they  
had  general  knowledge—as to where they set a policy—and it has been 
built  up over the years.

The associations that I know of t ha t the Congressman refers to are 
in communities which are not quite as complex as 1 million people 
and 5 counties with  49 different incorporated communities, and we 
would almost have to have a perpetual board of directors, if this  is 
the case, who would have to come to the office and stay all day every 
day  in orde r to accomplish what you speak of.

Mr. Wallhauser. Well, I am not going to belabor the point. I jus t 
want  to ask one more question. I  mean, you are running the associa
tion proper ly, there is no question about it, in your own mind. I t is 
just an unusual procedure to me to have the loans only reviewed 
af ter  they were closed, and no considerat ion given to them before by 
anybody other  than the officers, unless you had an agreement some- 
where along the line tha t this was the way it was to be done and I 
presume you have  from your board of directors.

Mr. W est, Junior . Tha t is correct.
Mr. Wallhauser. In  reading your reply or the lette r that Mr. 

Johnson wrote, in which you agreed  to various requests by the Federal 
Home Loan Bank Board, I just  cannot understand why you agreed 
to make, for instance, more careful control of the association tha n you 
had  heretofore, if you fe lt t ha t you had made very careful control  of 
the association, or where you say tha t all communications from the 
supervisor will be replied to in a dignified and respectful  manner.  I 
would assume that  you had always replied in a dignified and respectful 
manner.

Mr. W est, Senior. Yes, we have, and  Mr. Wyman’s com plaint  was 
tha t we ta lked back to him, and he didn’t like it, because when we



54 STUDY OF THE FEDERA L HO ME  LOAN BAN K BOARD

talked back to him we said we did not break any regulation,  and Alling u s  w e  did, and I should like to find that documentof the $235 second mortgage.
Let  me go back one second, if you will.
Mr. W allhauser. Surely.
Mr. West, Senior. I am confident in my s tudy of the savings and loan business tha t in the old days management was nothing but a bookkeeper, and he had four or five board members, all of which thought they were running the association, and for tha t reason they didn’t progress very much.
Now, cer tainly the West Lumber Co.—I am not there today—and I have got a credit man that I pay $25,000 a year. He has been there 30 years, and he is approving credit, and he is approving credit within  brackets  even on Dunn & Bradstree t. He doesn’t ask me anythin g about it. He doesn’t ask the board about it.
He will sell $25,000 worth  of merchandise today to a man in Car tersville. As a mat ter of fact,  he is doing worse than that , he is selling tha t man tha t simply because the president  of the C. & S. Bank told me to sell him all I could. I didn’t take the trouble to look him up. He told me to do the same thing.
In  other words, a credit man certainly  in any sort of an institution I  know of doesn’t have the board meet in order to do business, and we have come a long way in the short period of time in thi s business where management is now running the businesses, I hope.They are reverting , however, if they are doing what this Home Loan Bank Board is try ing  to  do to us I  wouldn’t say they are doing it, 1 will say Mr. Wyman is doing it, and tha t is where we are going back to the horse and buggy days.
I have a competitor who is the president of an association in Atla nta who a few years ago said  his board wouldn’t give him money enough to go to a savings and loan meeting and wanted me to go over and ask his board to give me money to go to  a savings and loan meeting.
I  said I wouldn’t let him come and talk  to my board.  I said, “ I f  you can’t talk  your board out of enough money to go to Chicago, why, stay home.”
I certain ly wouldn’t want  to have a board meet to send me on a trip  somewhere. The Home Loan Bank Board gave me more authority than  tha t as a two-bit employee of the Home Owners’ Loan Corporation.
Mr. West, Junior. Mr. Chairman, if I can add—I can’t stay out of this-----
Mr. W allhauser. Certainly.
Mr. West, Junior.  I don’t want my chairman to mislead you gentlemen. We certainly get that  approval to go to the savings and loan meeting in the form of an annual budget where we predetermined how many meetings and  what  we are going to spend tha t money for, and we operate within that  budget, so we just don’t haul off and spend money that is not approved by the board. But  we cannot have tne board meet every day to approve buying another pencil or taking  a trip in the  interests of the business or whatever it is.
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Mr. Wallhauser. Let me just  call atten tion to this par agr aph  
(letter of April 14) which is possible of several interpretations. That 
is why I am bringing it up. I refer  to  the paragraph  which begins:

This letter has  been read to the board of directors  and they have approved 
its contents. These decisions have been reached by the board on its own responsi
bility and are made in  good fa ith and without  any reservation—
here is where you could get the several in terpretations—
so that f uture operations  of the association—
meaning past  operations of the association have not—
will comply not only with the rules and regulations  of the Federal  Home Loan 
Bank Board but wi th good business and ethical practices.

Mr. West, Senior. Have you qu it beating your wife? That is the 
same sort  o f question.

Mr. Walliiauser. Meaning, perhaps, you are in agreement that  
the past behavior has not been-----

Mr. West, Senior. That is purely a question of not gett ing two 
men fired but  gett ing one man fired—anything  goes-----

Mr. West, Junior.  This is guil t by association and implication. In 
other  words, we have to agree who doesn’t, so this is-----

Mr. Walliiauser. This is your le tter to them.
Mr. West, Junior. Yes, sir ; no question about that.
Mr. Walliiauser. You are  agreeing if one interpretation is correct , 

in effect, th at you will not in the futu re operate the way you have in 
the past ?

Mr. West, Senior. Tha t is right. If  it hadn’t been, he would have 
been fired.

Mr. West, Jun ior.  This is t hei r in terpretat ion of good ethical busi
ness practices.

Mr. W allhauser. Fired by whom?
Mr. West, Senior. By Mr. Wyman. Don’t you think he wouldn’t 

fire you; he can run  your business out of business.
Mr. W allhauser. I wish that you had pursued the threat, implied 

threat, “or else” to its final conclusion.
Mr. West, Senior. How could he discharge me, Mr. Wallhauser, 

■without any record in the minutes of the Federa l Home Loan Bank 
Board of any kind and character  ?

Mr. W alliiauser. He didn’t discharge you, did he? You resigned, 
didn’t you ?

Mr. W est, Senior. Oh, yes; yes, sir ; under  th rea t and, by the way, 
I got back under  thre at the same kind of wav, which I haven’t dealt 
with yet.

Mr. W est, Jun ior.  We have the interests of the members. Had we 
taken these steps, and I have read some of this committee’s previous 
hearings  into an association where, as if we calculated this, and if 
we would have stood up and objected, all we would have had left to 
argue about the next morning would have been the building and the 
furn iture and fixtures.

Mr. Wallhauser. In  other words, you feel that they would have 
sei zed-----

Mr. Moss. I think he is assuming too much, th at he would have had 
the building and furn iture and fixtures.

Mr. West, Junior . We probably  wouldn’t have had  those.
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Mr. W allhauser. In  other words, your  final conclusion is tha t had 
you not  agreed with the suggestions of Mr. Wyman, you would have 
been seized ?

Mr. West, Senior. Yes, sir ; yes, sir. That was the business.
Mr. Wallhauser. On what grounds-----
Mr. West, Senior. Nobody thought they would operate under this 

section of the Home Owners’ Loan Act, but they  never did operate un
der the first one, they chose to operate under the second one, which we 
thought would be a las t resort one. We have all gone into tha t. This 
committee certainly has in great detail. If  th is wasn’t a th reat,  what 
was a threat  ?

Mr. Wallhauser. All right , Mr. Chairman.
Mr. Moss. I think  it  might be helpfu l in order  to clar ify this point 

to call Orville Montgomery to the stand who was the investigator sent 
to Atla nta and in interviews with the attorney, Mr. Johnson, gained 
the background on this, and let Mr. Montgomery report to the com
mittee the conversation with Mr. Johnson.

Mr. Montgomery, will you take the stand ?
Will you be sworn? Do you solemnly swear the  testimony you are 

about to give this subcommittee will be the tru th,  the whole truth, 
nothing but  the truth, so help you God ?

Mr. Montgomery. I do.

TESTIMONY  OF ORVIL LE J. MONTGOMERY, COUNSEL, SPECIAL 
FEDE RA L HOME LOAN BANK BOARD SUBCOMMITTEE

Mr. Moss. Will you identify yourself for the record.
Mr. Montgomery. Orville J. Montgomery, counsel for this sub

committee.
Mr. Moss. You were sent by the subcommittee to Atlanta, Ga., for 

purposes of developing background information on a complaint re
ceived by the subcommittee regarding the resigna tion of Mr. George 
West from the board of directors?

Mr. Montgomery. Yes, sir.
Mr. Moss. Will you te ll the subcommittee the persons you contacted 

and of  the interviews you had with them. We are particularly inte r
ested in Mr. Johnson who was, at the time of the  resignation, attorney 
for the Atlanta association.

Mr. Montcomery. Yes, sir.
After arriving  at Atlanta,  I  th ink it was on Jun e 22, Mr. Glick and 

I interviewed Mr. West, Senior, at great length concerning all the facts 
and circumstances leading up to the requested resignation, and also 
interviewed other officers of the association, including Mr. West, Ju n
ior, the pres ident who has jus t testified.

Afte r receiving from them very much the same story  as they have 
told to the subcommittee, we proceeded to interview other people in 
Atlan ta, among whom was Mr. Johnson who we had been informed 
was the attorney for the association du ring  the period Mr. West was 
requested to resign.

Our purpose in interviewing Mr. Johnson w\as to try to determine 
exactlv what transpired  during his visi ts to Washington to interview 
Mr. Wyman on behalf of the association, and what  he told Mr. West 
afte r he had returned.
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In  ans wer to  a specific quest ion  which  I  asked Mr. Jo hn so n at  the 
time , h e s ta ted th a t M r. Wym an  t old  h im  th at  if  G eorg e W est , Senio r, 
did  n ot res ign  as cha irm an  o f the board  o f dir ec tor s, and remove h im 
self  phy sic ally fro m the  prem ises , the associa tion  would be seized  ei ther  
by request  fo r a pp ointmen t of  a c onser va tor  or  ap po in tin g a r ep resent 
ative  in  cha rge .

Mr. Moss. Did  he g ive  any  r easo ns fo r the requ est  o r th e ul tim atum  
fro m Mr. W ym an  ?

Mr.  Montgomery. None  othe r th an  those which have been  dis 
cussed here th is  aft ern oon, Mr . Cha irm an ; th at  is, th e fa ilu re  or  the  
alleged fa ilu re  of  the  associatio n in A tlan ta  to com ply  with  su pe r
viso ry dir ectives on the  vario us  sub jec t mat te rs  th at have  been me n
tioned he re.

Mr.  Moss.  Any  quest ions , Mr . G lick  ?
Mr.  Sm ith  ?
Mr. W alliiaus er. I  ju st  have one possible que stio n. Mr . Jo hn so n 

didn ’t say whe ther  it was Mr.  Wym an or  the  mem bers  of  the  Bo ard 
them selves who  made th is  su ppo sed  t hr ea t or  a lleged  t hr ea t.

Mr.  Montgomery. As I  rec all  it,  Congressman, it  was  on ly Mr.  
Wy man.

Now, I  am no t absolu tely  sur e abo ut th at , wh eth er Mr . Jo hn so n 
said he ta lked  to  Mr. W ym an  exc lusively  or  wh eth er  he also ta lked  
to mem bers  of  the Bo ard  bu t my impre ssio n is th at  he only ta lk ed  to 
Mr.  W ym an.

Mr.  W alliiaus er. But  you ga thered  fro m the con versa tion th at  
Mr. Wym an ac tual ly  was represen tin g the Bo ard because he him self,  
I  w ouldn ’t believe, wou ld hav e the ri ght to send  a  conservator  in. He  
wou ld hav e to have the  official ap prov al  o f the mem bers  o f the Bo ard,  
wo uld n’t he ?

N£r. Montgomery. I  would agree th at  would be the case. Ho we ver, 
I  di d not  get  th at impression f rom Mr. J ohnson .

Mr.  W alliiaus er. He  fe lt  it  was a perso na l sta temen t from  Mr. 
Wym an ?

Mr.  Montgomery. We ll, it  was a d iscussion of a s up erviso ry  act ion  
and , pe rhap s, Mr . John son assumed  th at  it was wi th the Bo ard.  I  
don’t th in k th a t m at te r was spec ifica lly discussed wi th him.

Mr. W alliiauser . Tha t is  all.
Air. Moss. Mr. We st, Senio r, and Mr. West , Ju ni or , wil l you bo th 

re tu rn  t o t he  s tand  ?
Al l r ig ht , Mr. Glick.

FU RT HE R TES TIM ONY OF GEORGE W. WEST,  SR., CHAIR MA N,
BOARD OF DIRE CTORS, FI RST  FEDE RA L SAVIN GS & LOAN ASSO
CIATION OF A TLANTA , ATLANTA, GA .; ACCOMPANIED BY GEORGE
W. WES T, JR ., PR ESIDEN T, FIRS T FEDE RA L SAVINGS  & LOAN
ASSOCIATION OF ATLANT A, ATLANT A, GA.

Mr.  Glic k. Mr . We st, Senio r or  M r. We st, Ju ni or , I di rect  t his  to 
bo th of  you, Do eith er  of yo u know  w he ther  the B oa rd  ha s a t an y tim e 
acted fo rm all y wi th respec t to  the res igna tio n of  Mr.  West , Senio r? 
Has  the Bo ard, th ro ug h any form al act ion , reques ted  his  resig na tio n 
or  ins tru cted  th e Di rec tor of  S uperv ision  to make such r equest?

Mr. W est, Senior.  I  have n o re cor d that  they ev er did.
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Mr. West, Junior. I don’t either.
Mr. Glick. Do you know of any action taken by the Federal Home 

Loan Bank Board relative to requiring this Apr il 14 lette r f rom Mr. 
Johnson on behalf of the Fir st Federal Savings board of directors 
to Mr. Wyman ?

Had  the Board formally requested this agreement ?
Mr. West, Senior. Not to my knowledge.
Mr. West, Junior.  I have none.
Mr. Moss. Was the request for  the resignation ever made in any 

communication from anyone ?
Mr. West, Senior. No, si r; not to my knowledge.
Mr. Glick. Mr. West, you mentioned during the course of your 

testimony this  morning, I believe, tha t this letter and your resignat ion 
followed a telephone call between Mr. Johnson and Mr. Wyman, at 
which time you believe it  was agreed tha t Mr. West, J unior, would be 
allowed to stay on ; is tha t correct ?

Mr. West, Senior. That is right .
Mr. Glick. Were you a part of that  telephone conversation ?
Mr. West, Senior. Yes, sir.
Mr. Glick. You could overhear both Mr. Johnson and Mr. Wyman ?
Mr. West, Senior. Yes, sir.
Mr. Glick. Did you part icip ate  in tha t conversation ?
Mr. West, Senior. No.
Mr. Glick. Do you recall whether o r no t there was any indication 

tha t Mr. Wyman was acting pursuant to Board directive?
Mr. West, Senior. None th at I know of. I thought when I  went 

to the Board members and told them what he was going to do to me, 
I didn’t write them a let ter, I went to them, I knew them, I thought 
tha t was enough to confirm tha t he had  autho rity to do what he was 
going to do.

Mr. Glick. Did the Board  members indicate that they had dis
cussed th is matter with Mr. W yman and had given him such au thor
ity?

Mr. West, Senior. They did exactly what  I had indicated this 
morning. The chairman, to ask no questions; Mr. Hal lahan didn’t 
ask a second one, and Mr. Dixon said that , “When you boys were up 
here the last time you trea ted Mr. Wyman awfully  rough.”

Otherwise they didn’t say, “We will get together Wednesday, see 
you later , it ’s too bad you are going to be kicked out, you ought to 
have been kicked out.” They d idn’t say anything.

Mr. Montgomery. Mr. West, did you get the impression at the 
time Mr. Dixon made tha t statement that your treatment of Mr. 
Wyman might  be the reason why he was not going to intercede?

Mr. West, Senior. All I  do remember, he did remember in 1954 
what was said and done, which was p retty rare  to me because of the 
fact of w hat was said and done. He had th at much memory.

These statements  were simply miscellaneous statements which were 
good enough to let Mr. George West, Jr. , stay on the job and 
otherwise we would have both been kicked out. We would have 
signed any kind of s tatement and, by the way, it  is not in the minutes 
of the Fir st Federa l what I said in the board when this was passed 
by the board, and I  would ha te mighty bad  to repeat it here, with just 
one lady in the  room, and so it didn ’t go into the minutes.
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I said everyth ing in there was a lie, and nothing else but one.
Mr. Glick. Are  we to unde rstand, then, tha t the board o f d irectors  

of the Fi rs t Federal Savings & Loan Association of A tlan ta acceded 
to this lette r or its contents because of a desire-----

Mr. West, Senior. At my request.
Mr. Glick. At your request, and because of the desire to retain 

George West, Jr ., as pa rt of the opera ting personnel of tha t 
association ?

Mr. West, Senior. Yes, sir ; I can say worse than tha t, and brin g 
it up to d ate; at the last meeting of th e board they rescinded every
thing  that is in all of them.

Mr. Glick. At  the proper time-----
Mr. West, Senior. Which Mr. Wyman don’t know yet.
Mr. Glick. At  the proper time, Mr. Chairman, I would like to 

introduce into the record, and if  need be—-—
Mr. West, Senior. At my request they did so.
Mr. Glick (cont inuing). The board resolutions concerning this.
Mr. Moss. I thin k in order that the record be somewhat chrono

logical tha t we may develop those steps leading up to the retu rn of 
Mr. George West, Sr.

Mr. West, Senior. Thank you, Mr. Chairman, and I  am ready.
Mr. Glick. I  would like to ask one more question with respect to 

this communication.
I direct this question to both of you gentlemen: I  thin k it is safe 

to say and assume tha t you meet with o ther officers, managing officers, 
directors of savings and loan associations, around Atl anta and else
where in the country.

Do you know of any other association which has had to abide by 
requirements as set forth  in this letter on April 14,1958 ?

Mr. West, Senior. Well, you mean the exact requirements?
Mr. Glick. Or  anything similar.
Mr. West, Senior. We know other associations tha t they have 

done all sorts of intimidating to and with, and have been afraid  to 
speak their minds, and some of  them in Georgia, and that is largely 
hearsay. We weren’t in it  fighting ourselves.

Mr. Glick. Would they be similar requirements insofar as the ir 
operat ing practices are concerned ?

Mr. West, Senior. I think in the main there is a general thread 
through all of this materia l that  they have demanded of others.

Mr. West, Jun ior.  We know other associations in Georgia about 
this same time, some before and some after , tha t officers, for  no  ap
paren t reason, all of a sudden resigned and went on retirement. There 
were new officers tha t came in, and from then on just w hat we heard  
is all we know what happened,  and why this happened.

Mr. West, Senior. We know two top men at Rome, Ga., the Shahan  
boys. Both savings and loan associations in Rome, Ga., were spon
sored by national banks, many, many years ago; one represented by 
the last window on the righ t, and one representing the last  window 
on the left in the  bank, and finally they go t big enough to  where they 
went out by themselves, and the Shahan  boys were both thrown out, 
and they hired  one back, and the other one is still out. They hired  
him back to some office boy job, and ra pidly ra ised him up again, and 
they had to hire  him—that  is me talking—I am not—well, I could 
get one of them by the collar and bring him here.

74890— 62— pt. 3------5
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Th ey  hired  him  bac k th en , and  the y l et t he  othe r one  off, an d i t is th e 
mo st em barra ss ing  thi ng  t ha t anybody eve r ima gined.  Ho w are  you  
go ing to  tak e a F ir st  Na tio na l Ba nk  an d take  the two  top men in it  
and fire them,  a nd  th en  l et one come back as t he  second vice pres ide nt 
and leave the chair ma n gon e ? That  i s wha t the y did u p there , a nd  I  
th in k t he y are ho norab le men. I  th in k t he  people in  Rome,  Ga., th in k 
the y are hon ora ble  m en an d th a t is no t the only tim e they  hav e done 
it  here.

I  to ld  the Fe de ral Home  Lo an  Ba nk  Bo ard Ch airm an  if  t he y ha d 
pu t in the reg ulati on s ove r he re  a lum ber deale r could n’t si t on the  
board  o f an assoc iation or  co uld n’t se nd the m a lo an to  close fo r some
body else where  he might  p ar tici pa te  i n the fina l m oney  that revolves  
aro un d the neighb orhood , ce rta in ly  we wou ld have to  abide by 
it. But  fo r ju st  the  opinion abou t th is  m at te r or  th at we might  get 
in tro ub le some way  because we opera te, I  don’t know  how  you are  
go ing  to operate in a sm all er tow n. Actua lly  the  man in  th e smaller 
tow n, it  is th e rea l es tate ma n an d prob ab ly th e bu ild ing-mate ria l 
ma n who knows more about th is  business th an  all the ot he r Bo ard  
mem bers  combined .

We  have go t th is  sit ua tio n of  th is 2-p erc ent  resolu tion of  a vice 
pres iden t of  the Re tail Cre di t Co., an d we buy cre di t repo rts fro m 
him, an d if  he owned 2 pe rcen t of  the stock  we would be viola tin g 
th is  thin g here. They ha d a pisto l t o o ur  he ad, a nd  had  to  pass  a fter  
I  lef t.

We have a  de nt ist  who m ight  g et  $200 fro m the proceeds  of  a  lo an 
to pay some fel low ’s b rid ge  bil l th at he did  fo r him , and th at would 
vio late th e r esolution.

Th is does no t make sense—thi s so rt of st ra itj ac ke t—a nd  there is 
no rule or  r egulati on  a bout it  and , b y t he  way, I  h ave  done  some com
prom ising  wi th  everybody. As  a mater ia l ma n, with  the big gest as
soc iation in the to w n; where  I  would  have to waive a lien ri ght and 
a promis e some day  if  the pr op er ty  could go ahead  the y wou ld rei m
burse  me fo r money, if  a fellow ha d it , an d so fo rth,  whic h t hey have 
done,  and  othe rs.

I  have ha d to pa y Je ffer so n M ortgag e Co., which  w as an  investor ’s 
syndica te bran ch  of  A tlan ta , $40,000 or  $50,000 on one occasion to 
prote ct a  deb t due  the  lu mb er co mpa ny.

I t  is no t unco mmon th at a mater ia l ma n ge ts in the mi dd le of  all  
these k ind s o f business, an d it  is  th e only way  you can  do,  fina lly,  i s to  
ge t it  out , and  we will  be do ing  it alw ays.

Now, I  wi ll say  th is,  th at I am af ra id  these fellows  do no t un de r
sta nd  enou gh abou t the  m or tgag e bu siness, the  sequence o f lie ns mix ed 
with  hone sty  to  let  a m ort gage  comp any opera te.

Mr.  W est, Ju ni or . Mr.  Ch airm an , if  I might  in th is  same  area, in 
response to  Mr. Gl ick ’s que stion ing , I  gav e him  some docum ents yeste r
da y th at  on  t wo  d iffere nt occasions l as t fal l I at tend ed  hea rin gs  a t the  
Fe de ral Home  L oan Ba nk  Bo ard . One  was fo r th e ap pl icati on  o f a 
new asso ciation  in a metr op ol ita n area  in one of  these inc orporat ed  
tow ns ne ar  A tlan ta  where  we ha d ha d an ap pli ca tio n fo r a bra nch  
several  y ears ago, an d ha d been tu rn ed  down with  no  reason given.

Th e othe r occasion was the  ap pl icati on  fo r a branch  of  a n associa
tio n th at exi sts  now in th is  same metr op oli tan  area, both of  these in 
gr ea t geograp hic all y dif fer ent areas.  Because I  had knowle dge  of
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such a mandate as we are discussing here, in both of those hear
ings the record will show, one for  the char tering of a new associ
ation which the petitioners, as they are called, were there, the same 
patte rn, a lumber dealer, two insurance men, one real estate man, and 
the county attorney who was going to be the attorney of this associa
tion, was presenting the case. On cross-examination I asked him 
to take the stand, which he did , and also on the case of the officers and 
thei r attorney of the association in tha t applicat ion for a branch, I 
asked them if they intended to operate on these same areas tha t we 
have been discussing, and we have been prohibi ted from, and they all 
reluctantly said, “Why, certainly  we do.”

In  other words, the attorney is go ing to  be a member of the board 
of di rectors, he is going  to close loans for the  association, and thereby 
benefit from the proceeds of t hat  loan; that , self -dealing ; t ha t the in
surance man intended to get all the insurance that was writ ten; the 
real estate man intended to bring loans to the association and they 
would close them, and he would get the proceeds and sales commis
sion, and they were all going to be on the board of directors.

They granted the c har ter for the new association, and they granted  
permission fo r th at association that was in existence to have a branch 
in the las t 8 months.

Mr. Moss. Are tran scripts of those hearings available ?
Mr. Glick. The Fede ral Home Loan Bank Board  has  those t ran 

scripts.
Mr. Moss. Could I  inte rrup t ? Mr. Smith, I would like to make a 

verbal request for a tran script of the hearing referred to by Mr. 
West, Ju nior, and it will be confirmed in writ ing to the Chairman of 
the Board.

Mr. Glick. I have the  case numbers and the Board numbers on these 
matters.

Mr. West, Senior. Here  is their line of thinkin g that br ings this up 
to date. This is in the last examination, an excerpt from the super
visory letter  dated May 2, 1961, in connection with the repo rt of ex
amination. This is a case where the First  Federa l was about ready 
to make a $3,000 loan, no question about the appraised value or the 
borrower, and when they  checked the ti tle they found tha t West Lum
ber Co. had a $253 mortgage, second mortgage,  and so the loan No. 
14294—
was granted by the association when a mortgage held by a company in which a 
directo r has a financial interest was repaid from the loan proceeds. The policy 
and practice of granting  loans on the security of real  e state  in which a director 
has an indirect or direct  propr ietary interest is contra ry to well-established 
principles of fiduciary relationship widely recognized and accepted by the courts, 
as well as by pruden t management. It  is our firm opinion th at stri ct adherence 
to these principles is essent ial to the responsible operation of the affairs  of a 
mutual financial insitution and tha t any transaction tha t involves or might 
lead to a conflict of personal interest with official duty and the interests of the 
association should be scrupulously avoided.

Mr. Moss. And t ha t is from whom ?
Mr. West, Senior. That is a hang ing crime from Mr. Wyman’s 

office, because we paid, Fir st Federa l paid,  $253, not to the West Lum 
ber Co., we paid it to the Fir st Federal borrower. But the borrower 
owed it to the West Lumber  Co. because the West Lumber Co. had a 
second mortgage and that is a hanging crime in this  business which 
is ridiculous.
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Mr. Glick. That’s from a supervisory agent ’s letter dated May 2, 
1961, addressed to the board of directors of the F irs t Federal Savings 
& Loan Association ?

Mr. W est, Senior. Yes, sir.
Mr. Glick. By whom is it signed, sir ?
Mr. West, Senior. Signed by Mr. Mank who, likewise, signs him

self supervisory agent at Greensboro. It  is in tha t tota l supervisory 
document; tha t is just a piece of it.

Mr. West, Junior. I would say though tha t tha t loan was not made 
in the regular course of business; tha t Mr. Johnson closed this loan, 
whom we have referred  to in this letter  from Mr. Wyman, and his 
title people in his law firm consulted me about this, and we got a 
written opinion from him tha t it was not in violation of th is mandate 
letter  to make such a loan, knowing tha t we were paying off the 
second mortgage of $200.

Mr. Moss. Well, we will develop the policies on these matters fu r
ther when we have Mr. Wyman before the committee.

Mr. West, Senior. In tha t same le tter is another one they paid off, 
a loan of $9,000, and $1,100 of i t went to West Lumber Co. fo r mate
rial, but they don’t comment on it.

The man had credit a t the West Lumber Co., and the loan was made 
to the man’s wife and not to the same two people. In Georgia, 
which is not a community prope rty State, the man had credit 
at the West Lumber Co. anil, of course, when they got ready to close 
the loan, they are supposed to make checks to every fellow, and he 
made an affidavit with about 10 or 15 creditors or she did, and when 
she did, it is ei ther he or she or  vice versa, and when she did, why, the 
Fir st Federal  had to make checks to all these people and, of course, 
in order  to get a mate rialman’s clear lien, a lien clear, which is already 
clear; by the way, the man who bought it had cred it; he had credit 
before; he was with the Delta Air  Lines, and there was no question, 
he just owed some money and, of course, we owned stock in West 
Lumber Co., so we got r ich by reason of that,  and tha t is agains t the  
rules, although they don’t comment on tha t here because, for what 
reason, I don’t know.

Now, Mr. Chairman, if  you want me to travel on-----
Mr. Moss. Go’.right ahead.
Mr. Glick. Yes, sir. How long was the period of time during  

which you had no connection whatever with the association?
Mr. West, Senior. Well, it w’as about 2 years and 4 months, as I 

recollect, and sometime in  Ju ly of la st year I decided to go to  Wash
ington to see Mr. Wyman. I thought he had had over 2 years to de
cide whether or not George West, Jr ., was a competent president.

By the way, I don’t t hink it is his business to decide whether he 
was a competent president or not. That is what he said when he caused 
me to leave the  place. Nobody knew where I was going, except my 
wife and she didn’t know for what purpose I was going.

I walked into Mr. Wym an’s office which, by the way, I  never had 
any trouble  g etting  in in my life, and discussed this  matter with him, 
and he said, well, as fa r as he knew he thought he was doing a pre tty 
good job, and I reminded him of the fact tha t he had 1,400 or how 
many i t was, and didn ’t expect him to know whether he was doing a 
pret ty good job offhand, and he sort of acted like he could go
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find out and let me know later, wanted to know what hotel I  was stay
ing at, and I told him none.

By the way, I  went in there, as I  remember, about 2 :15, and stayed 
until about 4: 30.

We discussed everything again. Mr. Wyman is a pre tty  difficult 
man to get any questions out of, I mean any answers out of.

I have known him all this time, he qualifies every statement he 
makes to where when you leave he has said nothing.  He is sitt ing  
and listening  to me, and I am glad he is.

Well, anyway, I told him I was going to give him a full week 
so he would have plenty of time. I would catch a 5 o’clock plane, 
and I would be back in 1 week, and when I  came back he was to 
decide. He could find out whether or not George West, Jr ., was 
a competent operator.

He said in conclusion tha t he didn’t think his time was his own. 
He didn ’t know where he would be. I told him I didn ’t care where 
he would be in a wTeek, tha t I would be in his office at 15 minutes 
to 9. I believe it was Tuesday, Ju ly 29, I believe. This  is a matt er 
of record here. And I left him with that admonition. I had  one 
myself at that time.

Mr. Glick. Wh at year was tha t ?
Mr. West, Senior. 1960.
Then I went and caught a plane and went back to Atlanta.  I 

gave him a full week to decide the question with the information 
tha t when I came back my second question was going to be “What 
was he going  to do with me.” And we discussed all sorts of things, 
and finally he understood exactly what I came for, and I left.

I told nobody about the conversation. I discussed it with nobody 
anywhere, and one week from tha t I was in his office a t 15 minutes 
to 9. I think it was Tuesday. And I went in and we ta lked from 
15 minutes to 9 until about noontime.

In  the process of conversation I understood him to  say that George 
West, Jr. , was competent, and he said—he seemed to say that in 
about 44,000 words, but he finally said he was, and he felt sorry for 
himself, the job he has got, and I didn' t.

I might  say when I left  his office the first time he wanted to 
know whether it was a threa t. I told  him it was, and he cut my 
throat,  and I was ready to cut his, on both sides. If  i t was a  t hre at 
I would say furthe rmore to him no mat ter what his decision was, 
when he came back I promised him no immunity of any kind as for 
exposing him.

I might  say for the record here, as long as Mr. Hallahan was 
there and Mr. Dixon was there and still there, I saw no chance to 
get any relief  whatever from a congressional committee on com
plaints,  and I had found out tha t this committee was one that  ap
paren tly had undertaken to find out what they were doing, and I 
had confidence.

I went back anyway, and we talked from then until  nearly  noon
time, and he decided Mr. George West, Jr ., was competent. And 
then I asked him what was he going to  do with me. And at the end 
of the conversation, he finally decided I  would go back as fa r as I 
could go. Apparently he decided he had taken away from me th at
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which he himself could not replace. He couldn’t put  me back on 
the board, nor could he make me chairman.

Meanwhile the First  Federal had picked up four directors, two 
of which I  kept off the board as long as I  was there. And Mrs. Mobley 
had gone off the board. George, J r.,  had sold his stock. There was 
general turmoil,  having to meet an executive committee bunch to run 
the association from day to day, and very limited author ity, and still 
president all this 2 years he has been there.

Mr. Glick. Mr. West, in your conversation with Mr. Wyman when 
it was indicated you migh t again become a board member, did  he say 
there would have to be action of any type, formal or informal, by the 
Home Loan Bank Board itself  ?

Mr. West, Senior. No, sir. And, just for informat ion, I went from 
there to the Chairman’s office, and  Mrs. Ada said  he was down the hall 
in Mr. Dixon’s office. I went into Mr. H allahan’s office, and his secre
tary, who knew me, said he was in  Mr. Dixon’s office. And I said, “I  
am going to see him, and I am going to sit down here until  he comes 
out.’’

She said, “They have been in a meeting every day and pa rt of the 
night for days and weeks, and I  don’t know how you are going to get 
to see him.”

I said, “I know. I have got plenty  of magazines, and I have got 6 
months, and I am going to stay here like Grant hung around Rich
mond, and I am going to find him.”

Evidently she got the word to him, and in about an hour or an hour 
and a hal f he came out. Mr. Hallahan was in  a highly nervous state. 
I told him I didn’t want to ask him anything ; I wanted to tell him 
something. I told him what transpired.

On 2 different days I  talked to Mr. Wyman, and he wanted me to sit 
down and tell him all about i t. I said, “I  told you all about it when 
I came up here 2 years and 4 months ago” when he decided to fire me. 
“I have seen you a dozen times since then in different places and you 
said no thing about it  to me, and now I have been out and I  am saying 
something about it  to you.”

With  t ha t I left him and went on to see Mr. Dixon. The chairman 
was in Dixon’s office. I didn’t see him, but the secretary knew me, Mr. 
Dixon’s secretary. She stated  they were in there, in a powwow, would 
be so engaged for hours and  hours and hours, and by tha t time it was 
about 4 o’clock. Mr. Dixon came out and said he had to go see his 
doctor at 4 or 4 :30. I told him I wanted to see him just 5 minutes, and 
he had to  see his doctor. I said, “You go to see your doctor. I will be 
in tomorrow morning a t 8 o’clock.” He said he was going to be pretty 
busy. I said I didn’t care how busy he was going to be, I  would just 
stay there un til he got “unbusy.”

Meanwhile, I  stayed in the same place because Mr. Robertson was 
there. At 15 minutes to 6 he came out in shirtsleeves, perspiring. He 
apparently had let Mr. H alla han  go one way, and he came out through 
Dixon’s office. I hailed him and stopped him and reminded him of 
coming into his office 2 years and 4 months before, and reminded him 
what Wyman said he was going  to do me, and did do. I told him if 
he found someone complaining about him being a sorry operator, I 
wanted him to let him know it was me.
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He thought the lady ought to leave. I said no, I  had already told 
her why I was there, whereupon she turned and ran down the hall as 
fast as she could. And I guess that was the  best thin g in the world 
she could do.

The next morning I was back at 8 o’clock and I  found Mr. Dixon. 
He came in about 8 :30, and I  walked into his office and reminded him 
of what he said when I  told him Wyman was going to fire me. And 
he sat and listened to it all, and I  talked to him about 5 minutes. He 
didn’t say much to me. I said it all to him. He had been around 
the country making big speeches about 50-percent loans were better 
than 80’s and a few other things which any of us know about from 
years ago. Anyway, I told him oif to my perfect satisfaction, and 
then I went on to see Mr. Bonesteel and I  reminded Mr. Bonesteel tha t 
he was pa rtia lly to blame for  this  transaction  which Mr. Wyman had 
set about to enforce on people, and he said, well, he was going to 
get out of th is t hi ng ; he didn’t have to worry about it. He was going 
to retire  in anoth er week or two. And I told him I was sorry, I 
didn’t think  he would miss it because even in retirement he might  be 
called back. Then I went home, and, without lobbying with the 
board, some of who long since thought they were runn ing the associa
tion, I went to the next meeting of the annual shareholders, and the 
shareholders elected me as a director.

I went, back and to ld George West, Jr.,  for  the first time where I had 
been. I telephoned him from Washington at lunch time from my hotel 
room, and told him what I was doing, and I was back in the First  
Federal, and, by the way, with agreement of Mr. Wyman, I  was going 
to rifle through all the stuff ahead and find out how much of it they 
were doing and bring it to him one piece at a time.

By the way, in the next  6 or 8 weeks I wrote h im one letter  at a time, 
to no one of which he ever replied, and I  found him doing just as many 
ridiculous things down there as I expected.

The shareholders met and then elected me a director, and when the 
directors met I  asked them to put me back just where I was before, as 
chairman of the board, and here I  am, Mr. Chairman.

The first letter I  wrote to him when I got back you have a copy of. 
I found then, much to my surprise,  in their examination-----

This is not the first letter. This is about the second or thi rd one, 
dated October 28, 1960. I just happen to have copies of  it. I would 
like to read it  because I th ink it  is-----

I don’t often read this kind of thing. I think I have talked about 
it. But here is one of the things tha t it looks like they can’t be con
vinced about, and not  yet, I guess.

To Mr. Wyman, October 28:
I now respectfully call your attent ion to the Fir st Federal Savings & Loan 

Association’s report of examination and audit  as of January 22, 1960, page 19, 
entitled “Rollover Loans from the Association Blanket Construction Loans.”

I have been in the home mortgage business more than 50 years and the use 
of the word “rollover” is one tha t I have never heard applied. Certainly the 
savings and loan people have promoted, since the  day they started in 1831, the 
use of thei r money for construction loan purposes, and for one reason, and the 
primary reason, tha t they could more than likely, through this process, get the 
final or permanent mortgage on the property. By the use of their  money for 
construction, they became known as “building societies.”

This word “rollover” must be a patent of the examination depar tment  or your 
department and it is certainly  used, in my opinion, for no other reason than
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to call to the attention of the board of directors tha t this sort of operation is illegitimate and of some special smelly type. I think you should discontinue the use of it because it certain ly is not justified at  any time, anywhere. I should like to ask why it is quoted.Without too much searching in the records, I’m sure the initial  loan was made to E. R. Hawkins, a man of good moral and financial responsibility, and this initia l loan was made on so many acres with a perimeter  description. Hawkins develoi>ed lots and built houses. He was good enough to permit the final loans to be made in his  name, and a few of them were made in his business associate ’s name, who likewise is a desirable borrower, Mr. Bates.The records will show at the First Federal tha t they have never foreclosed on e ither Hawkins or Bates. This is the same audi t report and the same page 19 to which I called your attention, and tha t of Mr. Bonesteel, to the erroneous second mortgage figures which caused the complaint against the association to be th at they were making 108.3-percent loans, and in which I complained in my joint lette r to you two, dated August 11, 1960.I call your at tention  to a le tter, dated August 19, 1960, from John F. Harbison, the chief examiner of the four th district, addressed to Mr. Mank and the First Federal, and to the last paragraph which read s: “We regret the error and inconvenience caused.”
Now I call your attention to a lette r from Mr. Philip J. Mank, sui>ervisory agent at Greensboro, bearing the same date, addressed to George W. West, Jr., president of the Firs t Federal, in which the last paragraph reads as follows: “We also regret any inconvenience caused by this error .”Mr. Mank still contends that the Fir st Federal  should control Mr. Hawkins and Mr. Bates, and make sure tha t they do not sell any one of these houses to other than people with certain fixed responsibilities and with certain amounts of cash. As you well know, Hawkins or Bates could keep these properties and rent them at any price they choose. They could elect to give them away or they could elect to sell them at any price  for any sum of money to whom they please, and no matte r if this were done in sequence dozens of times, Hawkins would still be the borrower, or Bates, i f he were the borrower.These people holding under them could either buy one or two ways; namely, assume the Hawkins loan or buy subject to it. They could endorse the Hawkins note, or not. It would be none of Fir st Federal’s business. Hawkins has a right  to sell his equity without consulting Fir st Federal.There is a mass of correspondence between this association and the super- visory agent, and the supervisory agent has apparently never changed his mind. To begin with, he was confused as to who the borrower was, and I notice several references to the famous Greensboro service manual, and certainly a portion of i ts contents has nothing to do with rules, regulations or law.In the Mank le tter of July 5 to the President, he says “the basis of our criti cism is tha t sound lending policies d ictate tha t the borrower should have sufficient equity in the mortgage security to assure  his continuing interest in the integr ity of his obligation. We suggest tha t your directors give more consideration to this  type of lending and not rely upon the interest of the speculative builder who holds the second mortgage to protect the interest of the association or to protect the borrowing member from possible loss of his home.”He is confused. The borrowing member is Hawkins and whether or not the man to whom he sells endorses the Fir st Federal note, Hawkins is still the borrowing member, and if foreclosure should take place in the fu ture, the foreclosure would be against Hawkins and nobody else’s name would appear in the foreclosure notice under power of sale in this State, whether they were endorsers or not, nor no mat ter how they held under Hawkins. Hawkins sure ly has a continuing interest and an all time one.You should review some of this correspondence and stop this coercion by a supervisor, for it is certainly proof tha t he knows littl e about the mortgage business, and he is insisting now that they explain to him what  their lending policy is, so you haven’t stopped any complaints thus far  tha t I have made, and unless I hear from you within  the next 10 days, I’ll come to see you again.Yours truly,

George W. West, A Member.
P.S —To say the least, these two apologies for errors  made in the examination report on the par t of Messrs. Harbison and Mank were refreshing, and certainly ought to be to the industry.
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Now I  j us t c an ’t imagine in the home  m ortgag e business th at a F ed 
era l supervi sor can  say to us th at  we are  g oin g to make Mr. A  a loan , 
and  t hen, no m at te r wh at else he does with  h is equity in the pr op er ty , 
we h ave  g ot  t o tel l him  wha t t o do and wh ere  to go.

Mr. Moss. Well , I  can o nly  tel l you if  I  were  Mr. A I  would  da rn  
soon tel l you  wha t to do an d where to  go.

Mr. W est, S enior . Yes, si r;  I  th in k so, too.
They hav en ’t  cha nged t he ir  m ind s one pa rti cle about t his, an d,  a s I 

have sa id to  begin  with,  he  di dn ’t kno w who the bo rro we r was.  He  
was also confu sed  about who  the  bo rro we r was, an d whe n these peo
ple end orse t he  n otes—some do and some don’t ; I  do n’t know.

Now if  there is any argu men t about th e value of  those houses, we 
nev er he ard it.  No ap pr ai sa l;  argu men t of any ki nd  or  ch ar ac te r;  
none; no quest ion  abo ut it ; no no thing . But  sim ply  th is  ki nd  of 
rid icu lou s stuff  go ing on, a nd  they  won’t stop it. They have n’t stop ped 
it yet.  An d, of  course, wh at the y ac tua lly  did was to copy  the  wr on g 
figures on his  second mo rtgage . Th ey  copied them $500 more th an  
the y were.  One tim e the y went ou t to  his  place and copied all  his  
books.

Mr. W est. Junio r.  A t ou r expense.
Mr. W est, Senio r. I  di dn ’t believe th is  fact  or  an yt hi ng  un ti l I  

went to  the cou rthouse,  whi ch is 30 miles away fro m where  A tlan ta  
is, and  rea d his  mortga ge—we do n’t know wha t kind  o f mor tgag e he 
ha d—to see f or  myself  whe the r i t s ays  $2,200 or  $2,700, $500 too  much . 
But  when  thi s fel low  cop ied the m wro ng,  he j us t copied  th em  all  dow n 
$500 wron g, an d then , of course, the dir ec tor s o f t he  F ir st  F ed er al  get  
a le tte r fro m th e Governm ent supervi sors th a t says to the di recto rs  
the  ma nagement doesn’t know how to ru n the  b us ine ss ; mak ing 108.6 
perce nt loans. And , o f course,  they  do n’t even know th at  in Haw ki ns ’ 
note  is the clo sing costs which  we charg e Ha wk ins , and he charg es  i t 
to  the fellow he tur ne d aro un d a nd  sold  th e house to.

As a m at te r of  fac t, we do n’t care wh at he sold the house fo r or  
wh at  k ind of second mo rtg age was m ade.  We do n’t re pla ce H aw kins . 
Nobody else does. An d un de r a power of  sale , if  all tho se people—  
and if  there was a sequence of  10—none of  them wou ld be me ntioned 
in a foreclosu re because ou r tra ns ac tio n— and it  is on record  in the  
sec uri ty deed , the deed  of  tr ust —is wi th  Ha wk ins , and ce rta in ly  if  
ac tua lly  we ma de separat e tra de s as Mr . We st, Ju ni or , expla ined  t hi s 
mo rni ng  w ith  the  subseque nt p eop le, well , yo u wou ld let  Haw kins  ou t.

So y ou have go t to  be pr et ty  careful  no t to  say  to  some “g ink,” “You 
don’t hav e to pa y $20 a mon th ; you  can  pa y $10.” And  if  you  do 
and if  H aw kins  c an  find t ha t ou t, you alt ered  h is co nt ract  w ith ou t h is 
consent, and he is gone. Haw kins  knows he is s til l in, and if  he  d on ’t 
he w ould  cer ta in ly  f ind it  ou t i f somebody di dn ’t pay.

Now they  can’t be stoppe d. Th ey  are  no t sto pped ye t on th is  k ind 
of  rac ke t ri gh t there. Nob ody  can  s top  them.

We  ha d a pension p lan go ing  on down the re,  a nd  I  hav e g ot  no c or 
resp ondence  here, in whi ch they  h ad  t o appro ve  an othe r pen sion pl an  
of some sort,  an d th is  m an Ma nk—I  am sure it is, finally  ap prov ed  a 
dif ferent  pen sion plan . He  wr ites dow n his  ap prov al  an d then  say s 
in  the  last  par ag ra ph it  is wi th  th e un de rs tand ing you  pick  up  all  
the  o utsta nd ing p ension plans.
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How can they abrogate  my pension plan when there is no plan in 
it to change it ?

Well, if we are going to have tha t kind of man running a super
visory business who doesn’t understand the operation of law, i t just 
seems to me the management has reached a state of  difficult operation 
in this country.

Mr. Moss. Do we have copies of the supervisory letters in the 
record ?

Mr. Glick. No, sir;  and I would like permission, sir, to have these 
inserted into the record at this point.

Mr. Moss. Will you read them for the record as you insert them.
Is there objection to in serting the supervisory le tters in the record?
Mr. Smith . No objection.
Mr. Glick. The first series of documents dealing with the Federal 

examination of Janua ry 22,1960, include a two-page letter dated  April  
13, 1960, from Mr. Phi lip J.  Mank, supervisory agent, Federa l Home 
Loan Bank Board, from Greensboro, N.C., addressed to the  board  of 
directors, F irst  Federa l Savings & Loan Association of Atlanta .

This contains five sheets which are attached to the two-page let ter.
There is a letter  dated May 11, 1960, to Mr. Mank from Mildred 

Pendergrass, vice president of the savings and loan association, in
cluding a copy of an excerpt from minutes of the meeting of the board 
of directors of the association held on May 5,1960.

We have a copy of the  minutes  of June 1, 1960, of the special com
mittee of the board of d irectors of the First  Federal Savings & Loan 
Association which is five sheets in length.

We have a copy of a construction loan agreement in blank taking 
some three pages.

An excerpt from the minutes of the Fir st Federa l board meeting 
of March 7,1960.

A letter  dated June  17, 1960, to Phi lip J. Mank from George W. 
West, Jr ., with a copy of the board’s answer certified by Ludie Corn- 
well, the  secretary of the association.

A lette r dated June  16, 1960, to Phi lip J. Mank from the board of 
directors of the savings and loan association, which letter  is four 
pages in length.

A lette r dated Ju ly 5, 1960, to Mr. West, Jun ior,  president of the 
association, from Phi lip J.  Mank.

A two-page letter  dated  July 8,1960, to Ph ilip  J . Mank from John
son, Hatcher , Meyerson & Irvin, attorneys for the savings and loan 
association.

A letter dated July 13, 1960, to Mr. West  from Philip J. Mank.
A lette r dated Ju ly 15, 1960, from George West, Jr ., to Phi lip J. 

Mank, two pages.
A lette r dated Ju ly 26, 1960, from Johnson,  Hatche r, Meyerson & 

Irv in, previously identified, to Phil ip J. Mank, four pages in length, 
plus three sheets of an attachment to that letter .

A let ter dated August 9,1960, to Ph ilip  J.  Mank, signed by Mildred 
Pendergrass, vice president  of the association, wi th an attached certi 
fied copy of an excerpt from the minutes of the meeting of August  4, 
1960, of the board of directors of the association.

A lette r dated August 15, 1960, from Phi lip J.  Mank to George 
West. J r.
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A lette r dated August 19, 1960, from Phi lip J. Mank to George 
West, Jr ., enclosing a copy of a memorandum dated August 19, 
1960, from Joh n F. Harbison  to Phi lip J.  Mank, and a revised 
schedule of loans of the audit of Janua ry 22,1960.

A le tter dated September 8, 1960, from George West, J r.,  to Phi lip  
J.  Mank.

A letter  dated September 12, 1960, from P hilip J.  Mank to George 
West, Jr ., includ ing four pages of suggested policy resolutions.

A lette r of September 16, 1960, from George West, Jr ., to Phi lip 
J. Mank, attaching a certified copy of excerpts from minutes of the 
meeting of September 15, 1960, of the board of the savings and loan 
association.

A letter dated  November 30, 1960, from George West, Jr. , to Phi lip 
J.  Mank.

Mr. Moss. That will be identified for the record as exhibit No. 14.
(Exhibi t No. 14.—Correspondence between Federal Home Loan 

Bank Board, Washington, D.C., and Fir st Federal  Sayings & Loan 
Association of Atlanta,  Atlanta, Ga., and other materia l relative  to 
the examination and audi t of the association as of Jan uar y 22, 1960, 
appears in the appendix on p. 292.)

Mr. Glick. I would also like to introduce into the record as exhibit 
No. 15, communications and correspondence dealing with the ex
amination of the institu tion, dated March 2, 1961. The first o f these 
is a letter dated May 2, 1961, from Phi lip J. Mank to the board of 
directors, F irs t Federal Savings & Loan Association of Atlanta,  with 
five schedule attachments.

Letter dated May 12, 1961, from George West, Jr ., to Philip  J. 
Mank with a resolution, an excerpt from the minutes of the meeting 
of the board of directors of the association held on May 11, 1961.

A letter  dated May 30, 1961, from Phi lip  J . Mank to George WesL 
Jr. , and a copy of the excerpts from the minutes of the meeting of 
the board of directors held on June 8, 1961.

Mr. Moss. That will be exhibi t No. 15.
(Exhibit No. 15.—Correspondence between the Federal Home Loan 

Bank Board, Washington, D.C., and Fir st Federa l Savings & Loan 
Association of Atlanta, Atlanta, Ga., and other material relative to 
the examination and audi t of the association as of March 2, 1961, 
appears in the appendix on p. 324.)

Mr. Glick. Mr. West, i f we can get back to you, sir, since you have 
returned to the board of directors  of the Fi rst  Federal Savings  & 
Loan Association of Atlanta, have you been opera ting under the 
Johnson-Wyman letter?

Wr. W est, Senior. Unt il i t was revoked.
Mr. Glick. Unt il it  was revoked. How long-----
Mr. West, Senior. I haven’t been operat ing to begin with. The 

president-----
Mr. Glick. Excuse me. Then I would direct this to Mr. West, 

Junior.
Mr. West, Junior. Yes, sir, we have been opera ting under the 

Johnson-Wyman lette r.
Mr. Glick. And from the statement just made by Mr. West, Senior, 

it would indicate tha t this letter  has been revoked.
Mr. West, Junio r. Yes, sir.
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Mr. Glick. I show you three sheets which were supplied along 
with Mr. Wes t’s original submission and statement here, and ask you 
to identify them, please.

Mr. West, Junior. This is a resolution which was passed by our 
board of directors.

Mr. Glick. Do you have the date on th at ?
Mr. West, Junior.  The date is not here, but I  am sure it was at the ir 

Ju ly 1961 meeting which was passed a t the recommendation of  Mr. 
West, Senior, and revokes the so-called Johnson-Wyman lette r of 
Apr il 14, 1958, as well as those resolutions which were passed by the 
board at  the meeting of J une  17, 1958, when Mr. Fogarty , president of 
the Home Loan Bank of Greensboro, and Mr. Mank were present.

Mr. Glick. With permission, I would like to  have this included in 
the record as exhibit No. 16.

Mr. Moss. Is there objection?
Hearing  none, it will be included as exhibit No. 16.
(Exhibi t No. 16.—Resolution adopted by F irs t Federa l Savings & 

Loan Association of Atla nta,  Atlanta, Ga., J uly  1961, revoking the 
Johnson-Wyman lette r of Apr il 14, 1958, as well as those resolutions 
passed by the board, Ju ne 17,1958, appears  in the appendix on p. 337.)

Mr. Glick. If  th is resolution adopted by your board revokes those 
prio r letters , i t would be reasonable then  for this  committee to assume 
tha t the Fir st Federa l Savings & Loan Association of Atlanta will 
return to its former business policies and practices. Is it reasonable 
to assume tha t ?

Mr. West, Junior. Yes.
Mr. Glick. That is those policies where there  would be no question 

about granting a first mortgage  to a borrower who might have a second 
mortgage with  Home Owners Co. or West Lumber Co. ?

Mr. West, Junior. Yes.
Mr. Glick. And insurance would again be placed with the Home 

Owners Co. ?
Mr. West, Junior. Yes, with certain modifications which we, of 

course, have got a lot of insurance in the files now.
Mr. Glick. Yes.
Now, would you go back to using the checksheet which you had in 

use prior-----
Mr. W est, Junior . This has been just passed by our board, and, as 

far as my—it is necessary now tha t I  go back to them.
Fir st o f all, you see, we have changed not  only our loan application 

form ; we have changed our security deed or deed of  trus t and note, 
and the provisions are not any longer p ar t of our contract  where we 
can designate agency and company.

Now, I would certainly take th is to our board and make a determina
tion, present them with it as I  did  to get it  out of there and operating 
under this mandate letter , and say “Is  that what you want to do?”

I frankly would not recommend that  we go back to an exclusive right  
although I think we should have in our contracts this contractable 
right to do this if we so desire.

Mr. Glick. Well, then, board policy has not been established since 
the adoption of these resolutions  which would clearly indicate the posi
tion the association will assume in operating?

Mr. West, Junior . That is correct.
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Mr. Glick. Then you are roughly opera ting under  the same proce
dure at this moment ?

Mr. West, Junio r. That is correct.
Mr. Glick. However, there is a possibility  that you will be running 

afoul again of the  same old problems ?
Mr. West, Junio r. Yes, sir.
Mr. Moss. Mr. Smith , do you have any questions ?
Mr. Smith . No questions, sir.
Mr. Moss. Mr. McClellan ?
Mr. McClellan. No.
Mr. Moss. Mr. Montgomery ?
Mr. Montgomery. Nothing fur ther , Mr. Chairman.
Mr. Moss. Mr. Carlson, do you have any ?
Mr. Carlson. No, sir.
Mr. Moss. Mr. Glick, have you any fur the r questions ?
Mr. Glick. No, sir.
Mr. West, Senior. Mr. Chairman, I might  put this in-----
Mr. Moss. I do have some questions.
I am interested in the m atter that  was al luded to very briefly here, 

this question of criticism of a proposed pension plan. Will you get 
me the supervisory lette r where t ha t is mentioned and let us get those 
facts in the  record.

Briefly, in summary, is it fai r to  say that the principa l issues which 
have caused the strained relations  between the management and di
rectors of Fi rs t Federal and supervisory authori ties of the Fede ral 
Home Loan Bank Board go to the matt er of loans and valuat ion, in
surance placement or the relationship of so-called affiliates with Fi rs t 
Federal. Throughout this testimony the matter of loans in specula
tive building crops up but it is never clearly focused. There  is also 
a fourth  issue of pension p lans. Are there any major points we have 
overlooked ?

Mr. West, Ju nior. Mr. Chairman, I think , if I may, I  would have 
to answer because the pension plan came about aft er Mr. West, 
Senior’s, so-called retirement here in April of 1958. My memory 
doesn’t serve me, and I  am unable to determine it, but  we will fu rnish 
you the correspondence.

I do not think  tha t it is in the supervisory letter except the first 
mention of it.

The fact of the m atter  in brief,  to set the stage, is th at we have had 
a nonfunded  deferred compensation con tract with all the officers and 
full-time employees of the association for many, many years.

Mr. Moss. Well, had this been criticized ?
Mr. West, Junior. No.
Mr. Moss. All right.  Now-----
Mr. West, Junio r. Since tha t time the Federal Home Loan Bank 

has passed a regulat ion which I think is highly proper fo r those plans  
tha t come from the date  the regulations passed, and in the future  and 
laid down some certain requirements  in them. This  probably came 
about w ith us on the occasion of Mr. West re tirin g under his  deferred 
compensation contract. Our board of directors  then  proceeded to 
bring  the deferred  compensation p lan into focus a fter a comment in 
a supervisory letter with a date tha t would certain ly be af ter  1958. 
They made certain  changes.
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I  was  pe rfe ct ly  awa re, as the  op erator—and  ou r minutes  wou ld 
even  reflect th at  I  repo rte d to  t hem  th at I  th ou gh t if  the y ma de a ny 
changes, the y would  then have to  come und er  the new reg ula tio n. So 
th is  is, in effect, wh at hap pen ed.

We then  have ha d to set up  a com ple te pension  contr act , pens ion 
agree ment and fund  it.

Now th is  agr eem ent  is in the  ha nd s of  ou r att orney, Mr. He nry 
Hatch er , and is in the  process of  be ing  appro ved, as you know, by 
In te rn al  Revenue as well as the Fe de ra l Hom e Loan Ba nk, and the  
ref ere nce  t hat Mr.  West, Sen ior , ma de was  th e la st  co rres pondence to 
my mem ory th at  I  have of  ou r at to rney  Mr. Hat ch er ’s corre spond
ence wi th someone in the Fe de ral Home Loan Ba nk  superv iso ry sys
tem. I t  is eit he r a gent lem an nam ed Mr. M ondell,  whom  I  don ’t know 
and have n eve r m et, or it is M r. Mank or  M r. Fo ga rty at  G reensboro.

Th e problem is one of  ext rem e com plicat ion  an d admi nistr at ion 
which Mr. We st was ta lk in g about, because we have ce rta in  con
tra cts which are now ou tst andin g.

Th is is a contr ac t, de ferre d com pen sat ion  co ntr ac t th at  has  been 
signed by the associat ion and by the ind ivi du al,  and , of course, we 
can ’t revo ke th is  unles s the individu al  consent s to it.

Since the  pens ion prog ram , which  is funded, ou r b oard of  d irecto rs 
has  set up tru ste es and has  fund ed  thi s, and it  is now inc lud ed on 
an annual expense basi s to fund ing,  based on ac tuar ia l stud ies . But 
the  pension  plan  itself  ha sn ’t been pre sen ted  to ou r officers and  staff  
fo r them to  accept  it  as yet.

Now I  can g ive  you complete corr espondence, docu menta tion, a copy  
of  the  plan  which will  be in wh ate ver sta te  it is in now. Tha t is the 
br ief  of it.

Mr. Moss. I f  it is the sub jec t of  m ent ion  in a supervi sory let ter , I 
th ink  you ha d be tte r su pp ly the mate ria l to the  co mmittee  because we 
will wa nt  to examine very ca refu lly  the  supervi sory le tte rs wi th Mr. 
Wyman and his staff.

Mr. W est, Ju nior . I  see. You have the  sup erv iso ry let ter s, bu t 
you may not have  a ll the  co rrespo nde nce  on  thi s mat ter, and cer tainly  
not  the  plan  itse lf.

Mr . Moss. We wou ld ap prec ia te  as mu ch in form at ion as you have.
Mr.  W est, Ju nior . Al l r ig ht .
Mr.  Smit h . Mr. Ch airm an , is there a specific  reg ulati on  r ela tiv e to 

the  typ e o f pensio n p lan tha t can be set up ?
Mr.  W est, Ju ni or . Th ere is now, yes, sir .
Mr. Smit h . An d it  req uir es th at  the y be funded  an d the  ac tua ria l 

evalu ation  be sound ?
Mr. W est, Jun io r. Yes, s ir.
Mr . Montgomery. Mr.  W est , do  you rec all  and  can you sta te brief ly 

wh at  th e na ture  o f t he  cri tic ism  wa s in the supervi sory le tte r o r wh at 
th e na tu re  of the mention  ma de was  of  th is pension  plan?

Mr.  W est, J un io r.  Well , as I  said, the  firs t mention was  af te r Mr. 
We st, Sen ior , re tir ed  un de r ou r de fe rre d com pen sat ion  contr act . Of  
course, we had to st art  ta kin g his  com pen sat ion  un de r th at  contr ac t 
ou t of  annual op erat ing expense , and I  am go ing  fro m mem ory,  b ut  
I  am pos itiv e it  is accurat e th at th is  then  becam e a m at te r of su pe r
visory  comment, th at  we ha d no fund s set up  to an tic ipa te th is or  in 
the fu ture .
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I don’t agree with tha t totally . Theoretica lly tha t is true, but in 
our financial statement we carry an item of $480,000 of true, clean, un
attached surplus, which obviously was put in there, could have just 
as well been put in there  each year as it would accumulate, funds for 
pension contracts or compensation for whatever the board of directors 
so classified it. They can take  tha t out and fund  this  pension contract 
with it.

The question is, as Mr. West, Senior, very clearly said, as to whether 
or not he is willing to give up his contract for a pension fund.

There are slight differences in this. One of the major differences is 
tha t they reduced, which you might  say generally speaking us young 
fellows don’t mind, the percentage of the method figures, and certainly 
to him and anybody else tha t is past age 60—and we have two em
ployees who are—this would be detrimen tal for them to give up their 
position. They would lose 10 or 15 percent from their  old re tirement, 
deferred compensation contract agains t the  pension plan.

Mr. Moss. Was the Home Loan  Bank Board aware of the fact tha t 
these deferred payment contrac ts were in existence?

Mr. West, Junior. Yes, sir.
Mr. Moss. It  is reflected in the minutes of the board of directors 

over the years?
Mr. West, Junio r. Yes, sir, and they were adopted by the members 

at the annual members’ meetings.
Mr. Moss. Was it ever a point of discussion in supervisory letters 

prio r to the time of Mr. West, Senior’s, re tirement?
Mr. West, Jun ior. Once again from my memory, I would say no. 

I will be glad to check.
You have copies of every supervisory lette r since 1954, and I will 

go back beyond that  and check those, too. But  I am sure they are not.
Mr. West, Senior. Mr. Chairman, let me say I am not even ques

tioning  whatever the pension argument is. I just question a man say
ing in conclusion, or whatever he is saying, th at it is understood when 
you approve this you pick up all the ones you have got out when there 
is no way for  them to pick them up. That  is all.

I am not questioning about the pension plan. I t suits me, whatever 
it is. I just  can’t unders tand how afte r—it looks like they reached an 
agreement and then, if he says th is is all right , but now you take up 
all the pension plans out. We can’t take them th at are out, and then 
you start all over in a brand new vein of argument.

I  am not questioning the content o f it  at  all. In  fact, I  didn’t read 
it. I just want to show this  committee how ridiculous two-bit items 
can be to management. I am not questioning the  contents, didn’t read 
them, and it  suits me all righ t as far as I know.

Mr. West, Junior. In  all fairness, I don’t have any criticism be
cause we and the members of the board of d irectors did it ourselves. 
I f  we change our contrac t we come unde r the  regulations. No doubt 
about it. And they saw fit to change it, and when they did, we have got 
to get a pension p lan tha t fits the regulation . Tha t is w hat we are 
going to do.

Mr. Smith. I am wondering if you are not complaining in substance 
tha t in many matters there  are no regulations, but in this pension 
mat ter the re is a definite regulation and you know what you have to do.

Mr. West, Junior. We can’t pick up the outstanding contracts un
less the individual consents to it.
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Mr. Smith . As I  understand it, on some of these other things there 
was no definite regulation and you didn’t know exactly what to do. 
But  where there is equal treatment and you would be doing the same 
as everybody else, you have no complaint?

Mr. West, Senior. I haven’t any complaint unless a man—why 
would a man say “pick up the old ones” when he knows you can’t 
pick them up ? Then you start a b rand new vein of 10-cent items.

Mr. Moss. There was some mention of the number of points on loans 
for  speculative building. Are most of your loans made on new prop
erties ? Home loans made on new properties ?

Mr. W est, Senior. I don’t know wha t they  are doing now. I can’t 
answer that.

Mr. Moss. Mr. West, Jun ior?
Mr. W est, Junior. The only way I  can answer your question is on 

what period. I would say there have been times since 1954—I don’t 
mean just a day, but there were months tha t this was true , and this, 
of course, involved the  whole atmosphere on the nationa l level.

Mr. Moss. Let me ask you this t he n:
Do you feel th at Fir st Federal has made more loans to speculative 

builders than the average of  its competition?
Mr. West, Junior. No, sir, not near as many as our competition 

in our  local area, and certain ly since this mandate, because it took cus
tomers away from us in order for us to comply with it.

Mr. Moss. Prior to the mandate ?
Mr. West, Junio r. No, sir;  not near as many. We have got a $150 

million association in our town. They certainly  make twice as much 
money.

Mr. Moss. I mean propor tionately.
Mr. West, Junior. No, s ir; not even proportionately . Atla nta is 

a fast-growing town, and most of the loans I would say in the last 
10 years, if we were to check, were on new construction one way or 
the other.

Mr. Moss. And usually to t rac t builders ?
Mr. West, Junio r. Five years ago, yes; today, no, sir.
Unless you understand again the change in the national housing 

picture brough t about by the influence of FH A and VA, this state
ment of mine could look out of context. There is a new accepted 
method now of selling houses on a presale basis before you build 
them, and the builder doesn’t go out and build 10 and then see if 
he cannot find somebody to buy. He brings us his trac t and his plans, 
and, of course, Federa l Home Loan Bank now has provisions for 
financing development of land and financing improved lots, lots that  
housing ultimately is going to be built on. This has great ly eased 
some of the tensions that  we have had in the business tha t we couldn’t 
go in kind of off center, and now the builder will find the buyer that  
is ultimate ly going to own tha t house before he ever starts,  and he 
brings it to us and approves it and has one closing, one clean closing. 
These are mostly Gl  loans today. In  the last 5 or 6 months most of 
them are Gl  loans being made th is way.

Mr. Moss. Was the patt ern different in the period leading up to 
the disagreement which finally resulted in the resignation of your 
father? Were you making a lot of  loans to speculative builders?

Mr. West, Junior. Construction loans, yes.
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Mr. Moss. Was this an item repeatedly dealt with in complaints 
from the supervisory personnel ?

Mr. West, Senior. 1 would answer that  yes.
Now in the Norwood case, Norwood was going to make all the 

permanent  loans himself. We were only going to make construction 
loans. We stayed out of the construction loan business as long as 
we could, bu t when it got to pay Sy2 a nd 4 percent—you see we made 
$20 million worth of GI loans at 4 percent, and when you dilute  your 
loan portfolio to tha t extent you are compelled to set about to try  to 
make excess interest if you can to average up the rate. Our average 
rate is about 5.23, I think,  now. And you have got  to make all the 
construction loans you can.

In  the Norwood case he had commitments with mutual  savings 
banks, and they went back on him somewhere. We made a few of 
those loans, and, of course, seven-eighths of them I didn’t th ink we 
would do at all.

Mr. Moss. Were you making, do you think , more of this type of 
loan proport ionate ly than your competition ?

Mr. W est, Senior. I would th ink presently  in the Los Angeles sec
tion, let us say, in new loans.

Mr. West, Junior. The metropolitan area of Atlan ta, no.
Mr. West, Senior. It  exceeds 100 percent. I think in Atlanta, too. 

Of course, it is a highly desirable sort of loan because you deal with 
the same proper ty two or  three  times, and it is easy to do business.

Mr. Moss. Do you have any other  questions ?
Mr. Glick. I would l ike to ask th at a provision be made to include 

in the record excerpts from the Federa l examination of Jan uar y 14, 
1959.

Mr. Moss. Tha t will be exhibit No. 17.
(Exh ibit No. 17.—Correspondence between the Federa l Home Loan 

Bank Board, Washington, D.C., and Fir st Federal Savings & Loan 
Association of Atlanta,  Atlanta, Ga., and other materia l relative to 
the examination and aud it of the association as of Janu ary  14, 1959, 
appears  in the appendix on p. 340.)

Mr. Glick. 1 would also like to insert in the record copies of cor
respondence dealing with  the pension plans and deferred payment 
contracts.

Mr. Moss. That reservation will be noted on the record.
(The material relative to the pension plans of the Fir st Federa l 

Savings & Loan Association of A tlanta, Atlanta, Ga., is contained in 
the files of the subcommittee.)

If  there are no fur the r questions, I want to thank you gentlemen 
for appearing here and giving this information to the  subcommittee.

The subcommittee will now stand adjourned until 10 o'clock Monday 
morning. You gentlemen are  excused as witnesses.

Mr. West, Senior. Thank you, sir. We appreciate it.
(Whereupon, at. 3 :45 p.m., the subcommitteee recessed.)
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INV ESTIG ATION  AND STU DY OF TH E FED ERAL HOME 
LOAN BANK BOARD 

(P art  3— At lanta,  Ga.)

F R ID A Y , AUGUST  17 , 19 62

H ouse  of  R ep re se nt at iv es ,
S pe cia l  F ede ral  H om e L oan

B a n k  B oard S ub co mmitte e 
of  t h e  Com m it te e  on  G ov er nm en t O pe ra ti on s,

Wasliington, D.G.
(The subcommittee on October 5, 1962, ordered the testimony taken 

in executive session on August 17, 1962, of Herbert Johnson, former 
general counsel of the Fi rst  Federal Savings & Loan Association of 
Atlan ta, Atlanta , Ga., and John M. Wyman, Director of  the Division 
of Supervision, Federal Home Loan Bank Board, on September 6 and 
7, 1962, be prin ted and made public with such deletions as directed.)

The subcommittee met, pursuant  to notice, in executive session at 
1:30 p.m., in room 100-B, George Washington Inn , Hon. John E. 
Moss (chairm an of the subcommittee) presiding.

Members present: Representatives  Joh n E. Moss, Chet Holifield, 
and George M. Wallhauser.

Present from the subcommittee staff: David Glick, chief counsel; 
Ha rry  S. Weidberg, counsel; Catherine L. Hartke, clerk; and Jack 
Wild, Harvey  Geist and Ernest Cooper, accountants, General Ac
counting Office.

Presen t from the Federa l Home Loan Bank Board: Joseph P. 
McMurray, Chairm an of the Bo ard ; Clarence Smith, Assistant to the 
Board ; Thomas H. Creighton, Jr ., General Counsel; George Murphy, 
member of the legal staff; John M. Wyman, Director, Division of 
Supervision; and John M. Broullire, member of the staff of the 
Division of Supervision.

Mr. Moss. The subcommittee will come to order.
This is an executive session of the Special Home Loan Bank Board 

Subcommittee of the House Government Operations Committee. We 
are resuming our inquiry today into the activities of the Federal 
Home Loan Bank Board and its constituent agencies as affecting the 
Fir st Federal Savings  & Loan Association of Atlanta, Atlanta, Ga.

In August of last year the subcommittee initia lly heard testimony 
from Mr. George West, Sr., chairman of the board of directo rs of 
the association. He testified as to his p art  in the origin and found ing 
of this association and others in the Southern States  in the early 
thirtie s. He described the growth of the association and his pa rt in 
its activities.

Mr. West fur the r testified to the difficulties with the supervisory 
autho rity of the Federal  Home Loan Bank Board which resulted in 
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his forced resignation from the association in Apr il 1958. At the 
same time the association was required to adopt certain policies of 
operation at the insistence of Mr. John M. Wyman. These actions, 
as described to the subcommittee, resulted from contacts between 
the a ttorney for the association, Mr. Herbert  Johnson of Atlanta, and 
Mr. Wyman.

Mr. Johnson is here today to tell of his meetings with the super
visory authori ties in the Greensboro bank district and his meetings 
here in Washington with Mr. Wyman.

TEST IMONY OF HE RB ER T JOHNSON, ATT ORN EY, ATLANTA, GA.
(FO RM ER GEN ERA L COUNSEL OF FI RST  FE DE RA L SAVINGS &
LOAN ASSOCIATION OF ATLANTA)

Mr. Moss. Mr. Johnson, would you take the s tand and be sworn.
Do you swear tha t the testimony you are about to give thi s subcom

mittee shall be the tru th,  the whole tru th,  and nothing but the tru th,  so 
help you God ?

M r.J ohnson. Ido.
Mr. Moss. Will you identify yourself  for the record ?
Mr. J ohnson. I am Herbert  Johnson, attorney  from Atlanta, Ga. 

I represented as general counsel the Fi rs t Federal Savings & Loan 
Association of Atlan ta from June  1,1947, un til J anu ary  31,1961.

Perhaps I should say I am not appearing  volun tarily  but at the 
request of this committee and with the ful l approval of  the people tha t 
I represented at t ha t t ime; that  is, the Fir st Federa l Savings & Loan 
Association of Atlanta, Atlanta , Ga., George W. West, Sr., and 
George W. West, Jr .

Mr. Moss. I was going to note in the record tha t Mr. Jolmson is here 
in response to a subpena issued August 17, 1962. Or the date of the 
subpena was August  14, 1962, returnable at this time here in 
Washington.

I have a copy of the subpena for the record.
(The subpena is re tained in the files of the committee.)
Mr. Weidberg. Mr. Johnson, you said you were counsel. Were you 

independent ly re tained or were you a member of the  association staff ?
Mr. J ohnson. I was never on the  association staff or  on the payroll 

as such. I was an independent attorney  employed by the association 
to represent it in all legal matters.

Mr. W eidberg. Then you had knowledge of prio r examinations of 
the association by the supervisory author ities ?

Mr. J ohnson. Yes.
Mr. Weidberg. Did you have knowledge of the 1957 examination 

and the supervisory le tter ?
Mr. J ohnson. Yes.
Mr. Weidberg. Had  you read the supervisory letter tha t was re

ceived in connection w ith the  examination of January 14, 1957 ?
Mr. J ohnson. Yes ; I  have read it and discussed i t with officials of 

the association and the board of directors on many occasions.
Mr. Glick. Mr. Jolmson, as counsel for  the association was i t your 

custom to sit in on board of directors meetings ?
Mr. J ohnson. I t was. I believe I  sat in on all board of directors 

meetings a t the time I  was in Atlanta during the entire  time I  served
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the association. On the few occasions when I was out of town one of 
my associates sat in.

Mr. Glick. Dur ing the  course of these meetings, then, I assume th at 
you were present when any supervisory correspondence or the like was 
discussed by the  board ?

Mr. J ohnson. That is correct.
Mr. Glick. Did the association at times call upon you for legal 

opinions?
Mr. J ohnson. Quite frequently.
Mr. Glick. These were generally informal and discussed at the 

time?
Mr. J ohnson. Generally informal. Sometimes they requested a 

written  opinion or a letter.
Mr. Glick. So then you were fu lly aware of the operation o f this 

association and the interests of the Federa l Home Loan Bank Board  
in the association’s operations?

Mr. J ohnson. Tha t is right.
Mr. Weidberg. Did you have any part in the preparation of the 

reply by the association to the supervisory lette r of December 1957?
Mr. J ohnson. Was the first of your question “Did you aid  in it?”
Mr. Weidberg. Did you have any role, did you have any pa rt in 

the prepa ration  of tha t lette r?
Mr. J ohnson. Yes.
Mr. Weidberg. Would you explain to the committee how ?
Mr. J ohnson. The president of the association prepared a suggested 

answer and discussed it with me. I believe some minor changes were 
made in it at that  time. It  is probably true  tha t he discussed the 
letter  before it was ever written by him, discussed what the letter 
should contain. And we discussed i t after it was prepared and some 
changes were made in it and the contents of the lette r were discussed 
before the board and with me and other members of the board taking 
part—not “other members”—members of the board taking pa rt in 
the discussion.

Mr. Glick. Now, Mr. Johnson and gentlemen, for the record the 
examination as of January 1957 was received by the association in 
December of 1957; is tha t correct ?

Mr. J ohnson. Tha t is correct.
Mr. Glick. 'Would you tell the committee what happened upon 

receipt of this examination report  and the supervisory letter?  Wh at 
action did the board of the association take at tha t time ?

In the earlie r hearings Mr. West testified tha t an executive com
mittee was formed. Can you give us any information on tha t mat ter?

Mr. J ohnson. Tha t is correct. The l ette r itself came as a surprise 
to the board, the management, and to me. I mean the contents of 
the letter. The letter was very critical of some of the operations  
of the association. The board discussed the contents of tha t lett er and 
at a meeting following its receipt—if no t the first meeting, the second 
meeting—appointed  an executive committee consisting of persons 
who had nothing to do with the management of the association, a 
subcommittee to go into the detail of a ll matte rs tha t were discussed 
in this lette r and to make any suggestions to the entire board  that 
they felt advisable.
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This  committee had several meetings. I was present a t all meetings 
although on one occasion I could not remain throughout  the entire 
meeting and my associate, Mr. Hatcher, took my place.

The committee went thoroughly into all the matte rs of criticism, 
took some testimony—I’d say approximately a dozen of the largest 
borrowers from the institution. We had thei r testimony written up 
and the contents of it conveyed to the entire board.

Tha t was not the only matte r the subcommittee discussed. Every 
matter referred to in tha t lette r was discussed at various and sundry 
times and at length, and again recommendations were made to the 
board by the committee.

Mr. Glick. The testimony taken, Mr. Johnson, from some of the *
larger borrowers of the  institu tion dealt with what aspect of concern?

Mr. J ohnson. Either  the le tter  to which you referred or the accom
panying report showed that th e examiner had obtained affidavits from 
one or more borrowers of the association, to the effect tha t the bor- •
rower was required to purchase all materials from the West Lumber 
Co. tha t were used in the construction of houses on which the associ
ation would make a construction loan and was also required to take 
hazard insurance through the Home Owners Co. on all these houses.

I knew as a fact  that th is was not true because either I  or one of my 
associates closed every loan for the association personally, for this 
period of many years and it had not been t rue for several years pr ior 
to this time—if ever. So I thought—I believe the examiner first 
made tha t statement to the board, or some members of the board when 
I was present. I requested the examiner to give me the names of the 
people who furnished  the information and he refused to do so.

I knew of one man named Feas ter Norwood, with whom the asso
ciation was in considerable litigation. It  had to file foreclosure pro 
ceedings on proper ty, and if my recollection is correct it was in excess 
of several millions of dollars. At least several million. I could 
think  of no other person who would give such an affidavit. So I 
communicated wi th 12 of the largest borrowers from the association 
on construction loans. They all appeared voluntarily and gave their  
testimony. I do not know whether this committee has a copy of  it.
Every  one of them testified they were not required to purchase ma
terial s from the West Lumber Co. and every one testified they were 
not required to carry  insurance with the Home Owners Co. These 
were not prerequisites to securing a loan from the association. •

Mr. Glick. Ho you remember the name of the examiner with whom 
this discussion was held ?

Mr. J ohnson. Mr. Tanner.
Mr. Glick. Hid you have any fur ther discussion with Mr. Tanner 

relative to this matter?
Mr. J ohnson. Yes, we had several discussions. At  the first one I 

told him tha t this statement was just not true, and I knew it wasn’t 
true, and I was in a position to know. And I offered to secure, or to 
obtain for him, if he wished, priva te consultations with every bor
rower of the association—I mean of every sizable amount—I offered 
to get these people so he could investigate it himself.

He showed no interes t in doing it, he showed no interest in asking 
the men, he wouldn’t so to see them. He wouldn’t take affidavits.
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Mr. Glick. In  other words, he refused your offer to supply him with 
statements or interviews from those who would have direct knowledge 
of any attempts to coerce while dealing with Fir st Federal ?

Mr. J ohnson. I think tha t is a true statement, Mr. Glick. If  I  did 
not make i t clear, these conversations with these people could be held 
just  between him and them alone. Outside of my presence. Outside 
of any representing the association. I told him tha t would be en
tirely a personal m atte r between Mr. Tanner and each of these people.

Mr. Glick. And here again he had no interest ?
Mr. Johnson. He was not interested.
Mr. Glick. He also refused the offer of affidavits ?
Mr. J ohnson. He refused my proffer  of them originally. I mean 

when I  offered to get them. He said he was not interested in that.  
I do not know if they were late r offered to him and he accepted them 
or not. They were never again offered to him in my presence but I 
cannot testify whether or not he accepted them.

Mr. Weidberg. Was the answer to the  supervisory l etter sent to the 
supervisory au thori ty ?

Mr. J ohnson. Yes.
Mr. Weidberg. Do you recall when this was done ?
Mr. J ohnson. I am sorry, I cannot recall the date. If  you would 

refresh my memory I could tell you whether you are correct.
Mr. Weidberg. February 25, 1958, I believe is the  date  in my mind.
Mr. J ohnson. That  is just about right . We received the commu

nication about December 12. I am sure that would be approximately 
correct.

Mr. Glick. And th is was afte r the executive committee had made its 
investigation of the statements in the supervisory letter?

Mr. J ohnson. Yes. It  was made afte r the investigation. Now I 
cannot testify positively whether it was after  the affidavits were taken 
but there were other  investigations  in addition  to tha t and I am also 
testi fying  to the best o f my knowledge and belief th at it was afte r the 
formal hearing with each of the people appearing and their  testimony 
being taken down in w ritin g so there would be no question about what 
they testified to.

Mr. Glick. And th is le tter, then, was approved and accepted by the 
board of the association as its response to the supervisory letter?

Mr. J ohnson. Yes, sir.
Mr. Glick. Mr. Chairman,  we have a thermofax copy of that  here 

which we would like to introduce in the record at this point.
Mr. Moss. All rig ht, it  will become exhibit 18.
Is there objection to  including it in the record at this point ?
Hearing none, it is so ordered.
(The document follows:)

E xh ib it  No. 18.—Lett er F rom George W. W es t, J r., P re sid ent, F irst  F ederal

Savings  & Loan Asso cia tio n of Atlan ta , Atlan ta . Ga., to J oh n A. F ogarty ,
Supervisory Agen t, F ederal H ome Loan B an k , Greensboro, N.C., F ebruary

25, 1958, W it h  E nclos ure
F ebruary 25, 1958.

Mr. J oh n A. F ogarty,
Supervisory Agent,
Federal Home Loan Ba nk  Board.
Federal Home Loan Ba nk  Building.

D ear M r. F ogarty : As st a te d  in  a le tt e r fr om  our boa rd  of  d ir ec to rs  to  you on 
Dec em be r 6. a tt ached  and  en clo sed a re  tw o ce rt if ied co pies  of  ex ce rp ts  fr om  th e



82 STUD Y OF TH E FEDERAL HO ME  LOAN BANK BOARD

m in ut es  of  th e bo ar d of d ir ecto rs ’ m ee ting  se tt in g fo rt h  th e ac tion ta ken  on 
ea ch  po in t di sc us se d in you r su pe rv is or y le tt e r dat ed  Dec em be r 2, 1957, in 
co nn ec tio n w ith th e re port  of  exam in at io n an d aud it  of  ou r as so ci at io n mad e 
as of  Ja n u a ry  14, 1957.

You rs  ve ry  tr u ly ,
George W.  W est, J r .

“T he  P re si den t th en  ca lle d on Mr . G o tt enst ra te r,  C ha irm an  of  th e  Sp ec ial  
Co mm ittee , fo r a re port  of  his  co mm itt ee . Mr . G o tt enst ra te r st a te d  th a t the 
co mm itt ee  h ad  i nv es tiga te d ea ch  que st io n ra is ed  i n th e Sup er vi so ry  A ge nt ’s le tt er , 
as  we ll as  hav in g co mpletely re vi ew ed  an d st ud ie d ea ch  ite m of  th e  aud it  an d 
ex am in a ti on ; m ad e a st ud y of  th e  en ti re  m a t te r ; an d ha d pre pa re d a re port  
to th e B oa rd  of  D irec to rs , a cop y of  which  he  su bm it te d to ea ch  D irec to r fo r 
co ns id er at io n.  Tn ad di tion , th e Sp ec ia l Com mitt ee  reco mmen de d th a t th e  
in te rn a l co nt ro l ite ms as  se t fo rt h  in  se ct ion 6. pa ge  16j , be im plem en ted.  In  
an sw er  to  th is , th e P re si den t s ta te d  th a t al l of  th es e had  been  do ne  or  were 
in  th e pr oc es s ex ce pt  ite m  C. An  ad dit io nal  cl ar if ic at io n an d under st an din g 
of  th is  item  will  be  aske d fo r an d a  co mplete st udy  mad e of  how to  ef fecti ve ly  ac co mpl ish  th is  * * *.

“A ft er  a th or ou gh  revi ew  an d di sc us sion  of  ea ch  para g ra ph  of th e re port  of 
th e  Sp ec ia l Co mmittee , mot ion w as  m ad e by Mr. Ge org e W es t, Sr ., th a t th e 
re port  be ad op te d by th e B oa rd  and m ad e a p a rt  of  th es e m in ut es . Mo tion 
sec onded by  Ju dge H at hc oc k an d th e  re port  un an im ou sly ad op ted.

“M rs.  Mo bley st a te d  th a t sh e w ou ld  re sign  as  a D irec to r in  Hom e Own ers 
Co mp any, an d Mr.  Georg e W es t, J r. , st a te d  he  wo uld re sign  as  a D irec to r in  
Ho me  Owne rs  Co mpa ny  an d W es t Lum be r Co mp any.

“M r. G o tt enst ra te r mo ved  th a t th e  fo llo wing re so lu tion  be a d o p te d : 'Resol ve d,  
th a t th e  duti es  of  th e  C hai rm an  of  th e B oa rd  be confi ned to  pr es id in g 
a t annual  an d ot her  mee tin gs  of  th e  mem be rs  an d mee tin gs  of  th e  B oa rd  of 
D irec to rs .’ The  mo tio n w as  seco nd ed  by  Mr. W es t, Sr ., an d ca rr ie d .”

I, Lud ie  Co rnwe ll,  Sec re ta ry  of  th e F ir s t F ed er al  Sa ving s an d Lo an  Assoc ia
tion  of  A tl an ta , cer ti fy  th a t th e ab ov e is  a tr u e  an d co rr ec t copy  of  ex ce rp ts  
from  m in ut es  of  th e A dj ou rn ed  Sp ec ia l m ee tin g of th e Boa rd  of  D irec to rs  he ld  
a t th e office of  th e  as so ci at io n on Mon day, F ebru ary  24, 195S.

Lud ie C ornwell , Sec re ta ry .F ebruary 25 ,19 58.

F ebruary 24,1958.
To  th e  Board of D irectors of F ir st  F ederal Savings  and Loan Asso ciation 

of Atlan ta .
At  th e  Dec em be r 1957 m ee tin g of  th e  Boa rd  of  D irec to rs , a Com mitt ee  was  

ap po in te d to  in ve st ig at e th e  m a tt e rs  se t out  in a le tt e r dat ed  Dec em be r 2. 1957, 
ad dr es se d to  th e Boa rd  from  th e Office of  th e  Su pe rv isor y Age nt  of  th e  Fed er al  
Hom e Lo an  B an k B oa rd  a t Green sb oro,  an d th e  re port  of  th e  ex am in at io n an d 
aud it  ac co m pa ny ing th a t le tt er.  T he  Com m itt ee  has ha d six mee tin gs , each  
of  w hich  last ed  f ro m t wo to  f ou r hours  ; has  heard  w itn es se s an d go ne  t ho ro ug hl y 
in to  th e  m a tt e rs  re fe rr ed  to  in  th e  Su pe rv isor y Age nt ’s  le tt er.

We qu ot e her e fro m th e Sup er vi so ry  Age nt ’s le tt e r an d wish to  re port  to  th e 
B oa rd  as  f o ll ow s:

“1. Con stru ct io n Le nd ing.
“N otw ithst an din g pr ev io us  su per vi so ry  co mmen ts an d ad m on it io ns  de sign ed  

to  br in g ab out a mo re  pru den t const ru ct io n le nd in g po licy an d pra ct ic e,  th e  
re port  cl ea rl y  sh ow s th a t th e  as so ci at io n has  co nt in ue d to  m ak e su bst an ti a l 
loan s to sp ec ula tive  bu ilde rs  wh o appare n tl y  ha ve  on ly  lim ited  fina nc ia l mea ns  
a t be st , an d wh o ob vio us ly ha ve  in ves te d li tt le , if  an y,  of th e ir  ow n fu nds in 
th e pr oj ec ts . In cl ud ed  in th e  re po rt  a re  no t on ly  st at em en ts  by  bo rr ow er s as  
to  th e ir  in ve st m en ts  (o r la ck  th ere o f)  in sp ec ula tive pr oj ec ts , bu t al so  ev iden ce  
th a t th e  purc has e pr ice of th e  ra w  la nd an d th e  co st  of  it s de ve lopm en t in to  
bu ildi ng  si te s are  pa id  fr om  th e  pr oc ee ds  of  th e  as so ci at io n’s co ns truc tion  
loa ns . In  su m m ar y,  it  seem s qu it e  c le a r th a t fo r al l pra cti cal pu rp os es  th e  fu ll  
ri sk  of  la rg e- sc al e sp ec ul at iv e buildin g co nt in ue s to  be  bo rn e by th e as so ciat io n.

“U nd ou bted ly  du e in su bst an ti a l m ea su re  to  pr ac ti ce s an d po lic ies  fol low ed  
by th e  as so ci at io n,  loan s a t th e  d a te  of  exam in at io n am ou nt in g to  $3,398,729, 
eq ua l to  8.51 of  ne t as se ts , w er e del in qu en t (S ch ed ul e I of  re p o rt ).  W ith th e 
ex ce pt ion of  tw o loan s am ou nt in g to  $13,352 , al l of  th e del in quen t lo an s are
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cons truct ion loans. In addition , dur ing the  period covered by the  exam inat ion 
ten loans  amounting to approximately $963,000 were foreclosed and  becam e real 
est ate  o wn ed; one large  project (Creel  and Hughes) involving a loan balance  of 
$1,006,716 w as taken over by Home Owners Company thro ugh  foreclosure  of a 
second mortgage; and ano ther project (II. K. Cla rke ), on w hich the balance due 
the association was  $105,069, was conveyed to West  Lumber Company. At the 
time of the  examination the  r eal e sta te account (no t including the  pro jec ts total 
ling $1,111,783, acquired by the  tw’o ‘affilia ted’ concerns named  in the  preceding 
sentence) tota led  $905,561, or 2.2% of net  assets . Moreover, since Ja nu ar y 1957 
the  associa tion ’s monthly rep ort s reflect th at  real  est ate  has  been acquired in 
almost ala rming  proport ion s; in fact , by October 31 the  rea l es ta te  accoun t 
tota lled  $2,084,000, equal to 4.8% of net assets, a figure to our knowledge th at  
is witho ut prece dent in the se times .

“Needless to say, it  is the  directors ’ responsibility to adopt and  ma intain  pru 
dent and  sound lending  and  collection policies and  we. the refo re urge that  this 
situ ation now be given the  thorough cons ideration  which  it deserves; th at  poli
cies be so rev ised  as to a ssu re an adeq uate  and sound perman ent co rre ct ion; and 
that  we be advi sed as to the  specific remedial measures taken.

“It  is requested also th at  aggress ive steps  be taken  to e liminate loan  delinquen
cies a nd to form ula te plan s for  the  ea rly and sound disposal of real  es ta te  owned 
with a minimum of loss to the  association and  th at  we be advised of  the pro
gram adopted  to  effect thi s needed act ion.”

It  is the  unanimous opinion of the  committee that  the  association should  not 
be engaged in the  business of build ing houses. In cases of fo reclosure or deed in 
lieu of forec losure , it is the recommenda tion of thi s comm ittee th at  no furth er  
improvements be made on the prop erty  unless it is found  abso lutely necessary  to 
recover  the  associat ion’s inves tment. We recommend th at  the  association con
tinu e its  practice of making no advances unles s the  b orrower  h as a t lea st a 20% 
intere st in the  rea l e sta te as it is, including m ate ria ls and  work in p rocess a t the 
time of the advance. We find no ju stif iable c ritic ism of the  collec tion process.

“2. Appraisal Pract ice;  Secon dary Financing.
“Information prese nted in connection with  cons truction Loan No. 10,540 to 

E. R. H awk ins shows th at  as socia tion app raiser s contin ue to appraise rea l esta te 
secu rity  for  loans for amounts  exceeding the  selling price  and that  w ith few ex
ceptions the  borrowers have no equity in the  proper ties  as the  sum of the asso
ciat ion’s firs t mortgage and  the  second mortgage  equals or exceeds the  selling 
price. If  the  example fu rni she d by the examin ers  is, in fact,  typical of the asso
cia tion’s lending policy and  rep resent ative of the  loan portfo lio, it  seems to us 
that  a  more pru dent and conserva tive lending policy, and  practi ce, should be put  
into effect wi tho ut delay.”

This  Committee does not believe that  the selling price of p roperty  is  ne cessarily 
commensura te with value;  how’ever, we a re  disturbed by th e fact  th at  in a large  
number of cases the app rais ed value  appe ared  to be greater  tha n the  selling 
price. We recommend th at  an appra isa l procedure be a dopted which would not 
res ult  in proper ties  being appraised,  except  in cases where the value is justif ied in 
wr itin g by the  appraise r, at  a  value  in excess of the selling  p rice  wi thin  the pas t 
six months i f known.

“3. Conflict of  Interes t.
“The report show’s th at  in at  lea st two instances involving the  financing of 

specu lative bu ilde rs by the assoc iation, secondary financing was furnished  by con
cerns (West Lumber Company and Home Owners Company) in which  cer tain  
association dire ctors and officers and relatives  ther eof  had  a financial int ere st 
also th at  Home Owners Company made or purchased secondary mortgages given 
by borrowers to whom the  association gra nted firs t mortgage loans, in connec
tion with  th e financing of their home purchases .

“Transact ions of these types, as you dire ctors well know, desp ite the  best of 
inten tions , are suscept ible of abuse and do have a  capacity to color management 
decisions by sub stitutin g personal  consideratio ns for  independent judgm ent. 
Such transa ctions are  not  in the  best intere st of the  association and  its  sha re
holders and  are inimical  to the  concepts of f iducia ry re lat ion sh ips ; ther efore, as
suranc e i s requested  tha t there will be no fu rthe r transa ctions  which have eith er 
the  appeara nce or fact of a conflict of in ter es t.”

While  it is not the fu ll conviction of th is committee tha t officers an d directors  of 
the  association, also serving in  official capaci ty with  Home Owmers Company and 
West Lumber Company, ope rate s to the  disadvantag e of the  asso ciat ion,  w’e be
lieve in ord er to avoid unnecessary  c ritic ism  th at  the  a ctiv e officers o f the  Fi rs t
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Federal  Savings and Loan Association should give consideration to retirement  
from any official capacity or directorship in the Home Owners Company and West 
Lumber Company.

We have studied the secondary financing furnished by West Lumber Company 
and Home Owners Company and are  of the  opinion tha t this financing has been 
a substan tial benefit to this association. On occasion, both companies have paid 
the association the monthly payments on the first mortgage and thus have made 
foreclosures by the association unnecessary.

“4. Coercion of Borrowers.
“Despite statements  and assurances by the Association’s directors and man

agement furnished in the la tter  par t of 1954 following the March 19, 1954, exami
nation, the subject report contains information furnished  by borrowers, some in 
the form of affidavits, to the effect tha t persons connected with the association 
and/or related enterprises (West Lumber Company and Home Owners Com
pany) have required, through threa t of stoppage of construction loan advances, 
tha t they (the borrowers) :

“ (a) purchase building materia ls from West Lumber Company ;
“ (6) obtain hazard insurance from the Home Owners Company;
“ (c) permit the lat ter  to act as agent in the sale of houses constructed 

with association financing.
“It  is requested, therefore, that  the directors make such independent investi

gation of these matter s as may be necessary to determine the facts and to take 
such steps as will assure  permanent discontinuance of any improper practice in 
respect to any of these matters.

“After you have considered the  report of examination and th is lette r and have 
taken such action as is required, please send us two certified copies of excerpts 
from your minutes setting fo rth the action taken on each point discussed.”

Because of the seriousness of the charges contained under this heading, the 
committee asked all of the available  present or former construction borrowers 
from the Fir st Federal to appear  in person before the committee and answer 
certain questions. A copy of these questions and answers is attached hereto. 
Every one of these persons denied tha t any coercion existed or had ever been 
attempted. The Supervisory Agent’s report did not contain the names of the 
persons who had given information to the contrary, and we were unable to ascer
tain  who these were. For obvious reasons, the committee did not feel i t proper to 
request those people who are suing the association; namely, Mr. Feaste r Nor
wood, Mr. Jack Hanes, or Mr. Lee Lindsey, to appear before it.

From a thorough investigation, it is our considered opinion tha t no borrower 
from the Fir st Federal is required to buy building materials  from West Lumber 
Company; required to carry  his hazard insurance through Home Owners Com
pany ; nor required to let Home Owners Company act as his agent in the sale of 
houses, and therefore no coercion exists.

Respectfully submitted.
E. W. Gotten strater,

Chairman.
T. O. Hathcock.
Thomas J. Hicks, Jr.
A. S. Hendley.

Mr. W eidberg. What happened afte r the submission of the associ
ation ’s answer to the supervisory autho rity ?

Mr. J ohnson. Do you mean between the association and the super
visory authority? Would you make the question a little more clear?

Air. Weidberg. What action did the association take afte r it had 
dispatched its answer to  the supervisory authority ?

Mr. J ohnson. Well, the association adopted certain procedures 
which they thought would meet the prope r objections of the super
visory author ity.

There are some things  the supervisory authority culled attention to 
tha t needed to be corrected and it was proper that they do so and the 
board adopted actions which they thought would cure any differ
ences—any material differences between themselves and the criticism 
of the supervisory authority.
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Mr. Weidberg. Did the association's board communicate with the 
supervisory authority  after the dispatch of th is letter, and if so, how 
did they do it ?

Mr. J ohnson. There were several letters for and on behal f of the 
association to the author ity. I believe there were letters between 
me, as general counsel, and the supervisory authorities.

Mr. Glick. Let  me clarify this. The le tter was sent up on February 
25, 1958. It  has been testified to before the committee by Mr. West 
tha t short ly thereafter—namely, on March 3? 1958, you proceeded first 
to Greensboro, N.C., to meet with the supervisory agents, Mr. Fogarty 
and Mr. Mank, and then to Washing ton to meet with Mr. Wyman? 
Is that in fact correct ?

Mr. J ohnson. Tha t is correct.
Mr. Glick. Was there an exchange of telephone calls which gave 

rise to your coming first to Greensboro and then to Washington, or 
was it the board’s concern tha t the answer may not have been all tha t 
supervision wanted? Do you have any idea why ?

Mr. J ohnson. If  I  may go back just a lit tle and lay a back grou nd: 
The criticism of the association by the supervisory authority  had 
seemed to be a litt le s tronger each year  and this  year it  was especially 
strong and the tone of it was such th at 1 was afraid  and I  know that  
management was afraid  t ha t the association could not do anything to 
satisfy the supervisory agent. Mr. West requested Horace Russell, 
who had been one of the organizers of the Fi rst  Federal Savings & 
Loan Association of Atlan ta and also had been general counsel f or the 
Bank Board and who was very familiar  with  the action of the Home 
Loan Bank Board, and also with the act under which the  Federal  sav
ings and loan system was created, to attend a meeting of the board.

1 believe it was the February  meeting.
The contents of the supervisory lett er were discussed with  Mr. 

Russell and the suggestion was made by Mr. West tha t perhaps a 
committee from the association, Mr. Russell and I, should come to 
Washing ton and discuss all of our past  difficulties with the Home 
Loan Bank Board, or with Mr. Wyman, or both.

Mr. Russell made a suggestion that  it would be better,  in his 
opinion, if I as an independent attorney representing the association 
came to Washington and discussed it with Mr. Wyman. The board 
of direc tors agreed and a resolution was adopted to that effect.

The purpose of my t rip  was to see what  the association had to do 
to avoid th is continuing criticism, to see i f I  could change the opinion 
of Mr. Mank, Mr. Fogarty , and Mr. Wyman on some matters on 
which the association strongly disagreed with  them.

I called Mr. Wyman and made an engagement with him for  the 
afternoon of March 3 and told him I  was going to stop by Greensboro 
and called Mr. Fogarty  and set up for him and Mr. Mank for  the 
morning of March 3. I went to Greensboro and told Mr. Fog arty  
and Mr. Mank tha t I  wanted to settle any issues I could a t th e lowest 
possible level, anything with them, but I  was going to see Mr. Wyman 
and we discussed some of the matters of which they had been cr itical,  
for a couple of hours.

I couldn’t get anywhere with them. They made no concession 
over their  demands so I  came to Washington and talke d to Mr. Wy
man, I would say, about between 2x/2 and 3 hours the  afternoon  of 
March 3 and a larger part  of the next day.



86 STUD Y OF THE FEDE RA L HO ME  LOAN BAN K BOARD

Now our discussion, of course, was very, very serious. I mean there 
was jus t an implication, at least, in the l etter th at unless some drast ic change were made in the management and the policies of the associa
tion the  Board would take some serious action.

This was confirmed in my conversation with Mr. Wyman. Mr. 
Wyman took the position tha t the Fi rs t Federa l Savings & Loan 
Association, the West Lumber Co., and the Home Owners Co. were affiliates.

I discussed with him the various ownership of stock in the Home 
Owners Co. and the West Lumber Co. Mr. Wyman said tha t the 
Board, meaning the Home Loan Bank Board, could not s tand by and 
see the association continue to be operated as it had been operated, 
tha t the management of the  Fi rs t Federal Savings & Loan Association 
was acting as trus tees for the people who had invested money in the association; tha t they had  to be absolutely above suspicion, tha t there  
must not only be no conflict of interest but nothing which could be 
construed as conflict of interest. He said tha t he had discussed this 
mat ter with the members of the Board and tha t certain actions had to be taken.

Mr. Glick. Mr. Johnson , excuse me, before you get into tha t, at 
this point, when Mr. Wyman described the relationship between these 
three corporations as affiliates, d id he give you any definition or any reasoning for this description?

Mr. J ohnson. No. I told him tha t I did not agree with the fact 
tha t they were affiliates. I am sure we discussed what constitutes 
affiliates and he still said in his opinion they were affiliated institutions.

Mr. Glick. Hid he describe their relationship in any fashion?
Mr. J ohnson. Mr. Wyman stated tha t the First  Federal was not 

being opera ted for  the  benefit of the public but for the benefit of the 
West family; that the  West’s having  control over the lumber company 
and the Home Owners Co. made any connection at all very undesir able; they must be completely divorced.

I disagreed with him very vehemently. I told him if there  had been 
abuses in the past tha t this  certainly had not been true for several years. T knew tha t of  my  own knowledge.

I believe that is about all. I mean all the questions of the affiliates that  were discussed in the 2 days.
I would say it came up every couple of hours or maybe every hour, 

but that in the main was what the conversation consisted of.
Mr. Glick. One of the matters,  of course, that was discussed was 

tha t of placing hazard  insurance on property by borrowers ; is this correct ?
Mr. J ohnson. Yes, sir.
Mr. Glick. As attorney for the association did you handle all of the closing of loans?
Mr. J ohnson. Yes, sir.
When T say tha t—if I  did not, one of my associates, one of my partners did.
Mr. Glick. Ho you know whether there was an opportunity for a 

borrower from the association to express some degree of choice as to where he got his, or obtained his hazard insurance ?
Mr. J ohnson. Well, there had always been at least some freedom 

of choice since I  first represented the association. Sometime prior to
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this part icular letter, and to my par ticu lar visit, a list had been pre
pared of companies and agents that were acceptable to the association 
and prior  to the time he obtained the loan the borrower was given his 
choice. He was not given unlimited choice, because some companies 
we would not accept, but there were lis ts of 12 to 20 companies and 
agents tha t were acceptable.

Mr. Glick. Such a list has been submitted and is contained in the 
record as an exhibit on the initial  hearings  in this  matter (see exhibit 
No. 7, in the appendix, p. 257).

Mr. J ohnson. Of course, as you say, as an attorney  we are required, 
by law, I believe, as well as rules of the Home Loan Bank Board, to 
obtain a policy covering fire insurance, at least, on each building on 
which the association makes the loan at the time the loan is made. 
As attorney  it was necessary for us to check each policy, to see that 
it was first made out correctly in the name of the owner of  the prop 
erty and not in the wife’s name, tha t the initia ls and spelling were 
right;  second, there was a loss payable clause to the association; and 
third, tha t the amount was sufficient to protec t the association and, 
of course, tha t the policy was in a company which the association 
approved.

Mr. Weidberg. Mr. Johnson, did you discuss the existence of  this 
list with  Mr. Wyman ?

Mr. J ohnson. Yes, sir.
Mr. Weidberg. Did he indicate tha t he knew about it?
Mr. J ohnson. I cannot answer tha t question. I do not know 

whether he so indicated or not.
Mr. Weidberg. Did he make any reference at all to the possibility 

of freedom of choice or lack of freedom of choice ?
Mr. J ohnson. Oh, yes. Tha t was constantly in discussions that, 

in spite of anything, the borrower could not make a loan from the 
association without placing the insurance with the Home Owners Co. 
Tha t was one of the strong areas of disagreement between me and 
Mr. Wyman.

Mr. Weidberg. But  you told him such a list was in existence?
Mr. J ohnson. Yes. I told him I thought tha t the borrower was 

allowed adequate freedom of choice.
Mr. Glick. Do you know from your own recollection, Mr. John

son, whether other companies than Home Owners did supply insur 
ance on loans approved by the association ?

Mr. J ohnson. I know that they did.
Mr. Weidberg. Wh at other areas of criticism of the operations of 

the association did Mr. Wyman go into at tha t meeting?
Mr. J ohnson. Mr. Wyman went a t length into the selling of lumber 

to borrowers by the West Lumber Co. He thought tha t coercion was 
present in many cases. I informed him that I did not think  so. As a 
matter of fact, I was sure it was not.

He went into the question at length of second loans, second mo rt
gages. The association had made loans to individuals who were 
builders who sold these houses late r and took a second mortgage on 
them. In many cases the purchaser f rom our borrower did not have 
much equity in the property. I did not think it was any of the associa
tion’s business what a borrower did with his house afte r he  made the 
loan from the association, whether he borrowed money on 1 house or
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100 h ouse s as long as the. asso ciat ion ha d adequa te responsi bil ity , th at  
he ha d a resp onsible  p erson on the note. It  was none o f ou r business. 
In  othe r words, we were  go ing out of  ou r way fo r troub le to tel l a 
bo rro wer  th at  he  could  n ot  sell a house, even tho ugh he was  a bu ild er,  
an d he  could not  tak e a second  mo rtgage on the  house.

Mr . Wym an was especially  cri tical of the  loan s made by the  asso
cia tio n to borrowers on wh ich  the W est  Lumb er Co. made second m or t
gag es and in many cases in which the  Hom e Ow ner s Co. had tak en 
second mortga ges . Th e bo ard of  dir ector s and I did no t th ink there  
was an ything  w ron g wi th  t hi s policy. They tho ug ht  they were bu ild 
ing  houses a nd  fur ni sh in g houses in  t he com munity . I  a greed en tirely  
with the board.

Mr. Glic k. Then the bo ard of  the associat ion was aw are  th at  the  
asso ciation  was m ak ing loans to pa rti es  who were ob tain ing secon dary  
financ ing  elsewhere, inc luding —from  the West  intere sts  ?

Mr. J ohnson. It  was discussed  at m any bo ard  meetings. They knew 
it t hrou gh ou t t he time  I  se rved  th is a ssoc iation.

Mr.  Glic k. These  loans—you ind ica ted  in yo ur  opinion the  asso
cia tio n was ade quate ly secu red.  I f  my reco llec tion  is cor rec t, at  t hat  
tim e the reg ula tio n was th at a loan  be no gr ea te r th an  80 perce nt of 
the ap prais ed  value o f th e pr op er ty .

Mr.  J ohnson . That  is rig ht .
Mr.  Glic k. T o you r knowle dge  w ere any of  these loans in excess o f 

th at  fig ure of 80 per cen t of  the  pr op er ty  ?
Mr.  J ohnson. I  believe th a t in about two or th ree cases, they were 

sli gh tly  more,  80f^ perce nt ra th er  th an  the  ac tua l 80 percen t. I  
believe the y did  call at tent ion to two  or  three  of them, in which it 
was an a cciden tal err or . I t  was  not done  deliber ate ly.

Mr. Glic k. Then it  is saf e to  say  th at  almo st 100 perce nt of  the  
loan s made were  only 80 p erc ent of  the  ap prais ed  value of the pr op 
er ty  in accorda nce with the reg ula tio ns?

Mr. J ohnson. Tha t is a  f ai r sta tem ent .
Air. AVeidberg. Did Mr.  Wym an give  you any  of  th e bas is fo r his  

asserti ons th at  borrowers had  been coerced in to  bu ying  ma ter ial  
from West  Lumb er ?

Air. J ohnson. Air. Wym an  tol d me th at  they ha d,  I  believe thr ee  
affidavits  from borrowe rs th at  there  had been coe rcio n; told the y 
ha d to  buy  ev ery stic k of  lum ber fro m the AVest Lu mb er Co., and had 
to place every b it  of  th ei r ins ura nce thr ou gh  the  H om e Ow ners  Co.

Air. W eidberg. Di d he say  wh eth er the affiants h ad  sta ted  who told 
the m they had  to buy fro m thos e companies  ?

Air. J ohnson. I do no t believe Air. AVyman made such a stat e
men t.

Air. W eidberg. Did he------
Air. J ohnson. As a m at te r of  fac t, I  discussed th at question and  

thou gh t th at  we were  en tit led to know  it because if  a sale sma n fo r 
AVest L um ber Co. ha d to ld  a m an who h ad  bor row ed from F ir st  F ed 
era l, ‘‘You have  to buy eve ry stic k of  lum ber  fro m AVest Lu mb er 
Co. ,” he had no au th or ity  to  spe ak fo r the  asso ciat ion and  could no t 
bind  it.

Th e same  th ing is true  of  the  man  from the  Hom e Owners  Co. 
We  could no t con trol  wha t they  sa id ; I  cannot imagine them say ing  
it, bu t it  is poss ible  they  did . There  would be no lia bil ity  fo r the
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association unless an officer or employee or member of the board, 
or I as their  general counsel—they would have been responsible for 
my statements, but  if  i t was made by a person not connected with the 
association, I do not see how the  association could control it.

Mr. Weidberg. Was this true, too, of the alleged coercion into pu r
chasing hazard insurance from Home Owners Co. ?

Mr. Johnson. Yes, that is true, the same statement.
Mr. W eidberg. Did you allude to your proffer to secure affidavits 

from borrowers t ha t there had been no at tempt  to coerce into buying 
hazard insurance or building material ?

Mr. J ohnson. In  my conversation with Mr. Wyman?
Mr. Weidberg. Yes.
Mr. J ohnson. Yes, sir. I told him of my proffer to Mr. Tanne r and 

I also informed him there was only one person I knew who would 
have given him an affidavit and tha t was a person who is in litiga tion 
with the Fir st Federal.

Mr. Weidberg. Did Mr. Wyman indicate any willingness to take 
such affidavits at this time or at the time of the conversation?

Mr. J ohnson. He did not express any willingness to take them.
Mr. Moss. Did he take them ?
Mr. J ohnson. No, sir.
Mr. Glick. Wh at then developed in this conversation with Mr. 

Wyman—I believe still  in the first meeting of March 3 and 4 ?
Mr. J ohnson. Well, I informed Mr. Wyman of my purpose for 

being there. I informed him of the action of the board and that it 
looked from the tone of the letters  from the supervisory agent and 
from the tone of the ir verbal conversations with  members of the board 
tha t they were seriously considering some drastic action, and my pu r
pose was to see wha t could be done. Mr. Wyman assured me tha t they 
were considering drastic action. We discussed briefly what could be 
done, what the Board might do, what the Board had done in other 
cases in the past, and I asked Mr. Wyman what was necessary for 
the association to do to remove this cloud of a seizure of the associa
tion, and we had considerable discussion about that.

Mr. Glick. Mr. Johnson, at this point, if I may, did Mr. Wy 
man make you understand tha t he had certain ideas in mind as to 
what the association should do and, in failure to comply with those 
ideas, tha t the association might well be seized ?

Mr. J ohnson. I would put it a littl e bit differently. I, from 
our conversation, got the idea tha t positive action would be taken in 
the very immediate future by the Home Loan Bank Board unless the  
association adopted certain changes in procedure and management. I 
cannot say tha t Mr. Wyman positively told me tha t, but  i t certain ly 
was understood between us throughout the whole conversation.

Mr. Glick. And what did you believe would be the action taken by 
the Board?

Mr. J ohnson. I  believed there would be an attempt either for the 
Board to take even more stringent action or their sending a rep re
sentative of the Board  down there to take over the management of 
the association.

Mr. Glick. You were about to tell us what Mr. Wyman requested 
the association to do.
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Mr. J ohnson. These conversations—it was not a listing of things, 
following one another—but these discussions took several hours. Mr. 
Wyman said tha t the Board was unwilling to see Mr. West establish 
a dynasty to operate the insti tutio n; tha t Mr. West had dominated 
its policies from the very time it had become federal ized; tha t George 
Jr . had been there for several years, given a position of president, 
a high salary, and he had shown no ability; tha t Mr. West’s domina
tion of the board of directors was complete; that the board was not 
exercising independent judgm ent; tha t i f the  present board continued 
to operate the association, certain changes had to be made. Both 
the Wests must resign from the board; George West, Jr ., resign as 
president, Mrs. Marilu Mobley, an officer of the association and on the 
board of directors, who had been associated with the association for 
30-some-odd years, must resign as a member of the board; tha t the 
board must elect three or four new directors  who were in no way 
connected with either the association, the Home Owners Co., or 
the West Lumber Co.; that they must be independent men, capa
ble of exercising independent judgm ent; tha t the board itself must 
be independent and it must set the policies of the association in the 
future so that it was really the board operat ing the association, or 
under policies set by the board.

There were discussions of o ther th ings tha t had  to be done: The as
sociation must not make any loans on which the Home Owners Co. 
or the West Lumber Co. had second mortgages and it must not ap
praise any real estate, save in most exceptional cases, in excess of its 
selling price.

This matter had been a bone of contention between the association 
and the authori ties of the Home Loan Bank Board for  many years. 
As a matte r of fact, in 1954,1 believe it was, a committee of the associa
tion and Mr. Russell, Mr. Joe Shaw, an independent appraise r, and 
I came to Washington  to discuss the matter  with Mr. Wyman and with 
the then Chairman of the Home Loan Bank Board, Mr. McAllister.

The association believed then, and continues to believe, tha t price 
is not a t any time necessarily indicative of the value of property. All 
of you gentlemen know the classic definition of the value of property  
is wha t a willing seller under no coercion to sell will take from a wil l
ing buyer who is under no coercion to  buy. Tha t is, the value in  the 
open market, what it will sell for under normal conditions, and I 
thin k th at tha t is the definition or  similar  definition given by anybody 
who has  ever been in any kind of business, including  the real estate 
business.

Fo r instance, i f my father gave me a lot next door to him worth 
$10,000, it would cost me nothing. The supervisory au thor ity’s opinion 
is, you could not lend $8,000 on $10,000. If  a man bought a lot at 
a bargain, and worth $8,000 for $1,000, you could only lend him 80 
percent of a thousand dollars. That has been for many years the 
opinion of the supervisory  authoritie s, examiners, and I will say, 
of the members of the Board, itself. It  is contrary , I think,  to the 
opinion of anybody who knows anything about economics or has 
been in the business for  any length of time. We were not successful 
in gett ing them to change tha t rule or regulation—wait, it was not 
a rule or regulation. I t was just an individua l criticism of our ac
tions by the supervisory authorities and by the examiners.
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Mr. H olifield. At no time was that reduced to  writing ?
Mr. J ohnson. No, sir.
Mr. H olifield. Or any let ter given to you on that point ?
Mr. J ohnson. No, sir. As a mat ter of fact, when we left  Mr. 

McAllister’s office tha t day, Mr. Russell made a statement to Mr. 
Wyman and to Mr. McAllister, “We are going to continue to do it 
until such time as you put  it in your rules and regulations. The minute 
you do tha t we will abide by it or take it to authorities to get it 
changed, because we a re going to obey your rules and regula tions as 
long as they are there unless you change them, but unti l they  are 
changed, we are going to continue our present procedure,” and  this 
was in the statement. There has never been a penny lost by such 
procedure in the Fi rst  Federa l of A tlanta, and I can make the  state
ment right now; it will still be true.

There were some other things that he required. When I say “he 
required,” remember, Mr. Wyman was no t speaking personally. He 
was speaking as agent for the Home Loan Bank Board as to what the 
Board itself would insist on being done.

There was reference to coercion of any builder  by which he would 
be required to buy the building materia l from any particular company.

At tha t time the  association had acquired, through foreclosure pro
ceedings, most of which were in the Norwood matter  which was 
brough t before you gentlemen, a large amount of real estate. The 
association was not in the business of buying and selling real estate. 
We had acquired this to protect the association on loans.

Subsequently it was sold without a single bit of loss but a profit 
was made on every bit of it.

Another requirement was the board of directors should exercise 
more and complete control of the association.

The point  has been brought up tha t letters from the supervisory 
agent, replies to letters from him, had  been answered in a ra the r con
temptuous manner. They wanted tha t removed so they would be 
answered in a dignified manner.

Mr. Moss. Off the record.
(Discussion held off the record.)
Mr. Glick. This then was made clear to you at this March 3 and 4 

meeting, that there were certain policies to be adopted by the asso
ciation, and in addition to that , the two Wests were to be removed 
from the  board of direc tors of the association, as well as Mrs. Mobley ?

Mr. J ohnson. From any par t in management, and must not main
tain  any office in the association.

Mr. Glick. This is Mr. West, Senior, you are  t alking about or both 
of them ?

Mr. J ohnson. Both were to be removed at tha t time.
Mr. Glick. They were to leave the employment of the association ?
Mr. J ohnson. That is right.
That is with  this modification: I f a new management, or operating 

officer, wanted to employ George, Jr ., in a minor capacity , tha t tha t 
would be all right, but not  as manager of the institution.

Mr. Glick. Then you returned to the association—you returned 
to Atlanta and discussed this with whom ?

Mr. J ohnson. Fi rs t with  Mr. West, Senior and Jun ior , told them 
exactly what  had happened there, and late r on discussed i t with the 
board.

74S9 0— 62— pt. 3----- 7
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Air. G lic k. W ha t was th e positio n of  the  board ?
Mr . J ohnson . I  m ade  t hi s sta tem ent, no t in Mr.  W ym an 's presence 

bu t I  m ade  th is sta tem ent  t o Air. AVest, an d pe rhaps it will  add some
th in g to subsequent develo pm ents:

That  I  thou gh t, and I  cou ld no t gu aran tee  it, bu t if  I  came back  
and ta lked  to Air. AVyman, an d we did  everything  else, conceded all  
the othe r manda tory  r equ ireme nts , th at  t hey might  a gree to leave one 
of the AVests on the  b oar d, or  even leave  George, Jr .,  a s m anager,  and 
th at  I  would like to  tr y  it.

As  a  m at te r of fac t, we d iscussed  the  p oss ibi lity  of l iti ga tio n should  
we refus e these requ irem ents.

I  adv ised ag ain st it  because of wh at happened in the Ca lifornia  
case, to the insti tu tio n,  an d even  thou gh  we were successfu l in the  
lit igat ion I  fe lt i t would hurt  th e as soci ation.

Air. West  said th at , al th ou gh  he di dn ’t  lik e to, th is  was his  br ain
chi ld, and he org anize d th is  th ing,  in 1924, 9 or  10 years  before  it 
became a Fe de ra l in sti tu tio n.  He  was p ro ud  of it  b ut  th at  he would 
seve r his  connect ion wi th  it  in favo r of  his son, G eorge, J r.

I  to ld  him  I  thou gh t it  would  be eas ier  fo r me to per sua de Air. 
AVyman to accept George , J r. , t ha n it would George, S r.

Al l o f th is was la id  befo re the  bo ard  an d th e board a greed.
I  requested  pe rmission t o come back to  see Air. AVyman on tha t basis. 

The boa rd  asked me to do th a t and  I  did.
On  Marc h 11, I  believe it  was, I came bac k to see Air. AVyman, 

tol d him  exa ctly  wh at  ha d happened , to ld  him  th at the  bo ard wou ld 
agree  to all  of  the Boa rd ’s req uir em ents bu t we wished  they would 
remove it  so fa r as  George,  Jr .,  was concerned.

I f  it  was  true  th at  Mr . AVest, Sr. , ha d dominated  the  board  and  
insti tu tio n,  th at  George,  J r. , ha d no t ha d a chance. I f  Air. AVest 
go t ou t com pletely he wo uld  have a chance.

I f  he couldn ’t ru n i t th en  we wo uld  alt er  it.
Mr . AVyman an d I  discussed t hat  fo r several hours  on th is p ar tic ul ar  

occasion. He  said he th ou gh t the Bo ard w’ould go alo ng  wi th  the  
recommenda tion . I f  the bo ard of  dir ec tor s of  the asso ciation  would 
assume res ponsibi lity  fo r th e opera tio n of the  asso ciation , I  don’t 
mea n every day  bu t the la rg er  par t of  things, he thou gh t it  wou ld 
be all  ri ght fo r George,  J r. , to  have a 6-month tr ia l period, and at  
the end  of  t hat  t ime if  h e ha d pro ven  he could look af te r associat ion 
aff air s the bo ard  cou ld tak e a ny  action th ey wante d to.

I f  he did  not , even aft er a sh or ter pe rio d of  tim e, it would be up 
to  the board of di rec tor s to  ge t an oth er  ma nager who could do it.

Mr . Glic k. D ur in g th e two  con versat ions to which  you  ref err ed , 
Marc h 3 an d 4, an d M arch  11 wi th Air. AVyman, did he ind ica te any  
au th or ity  fo r mak ing th is  demand of  the  ass ociat ion ; th at  is, the  
dema nd  th at  ei ther  one or  b oth  o f the  AVests remove them selves fro m 
emplo ym ent  ?

Air. J ohnson. He sa id th a t alt ho ug h there  are ma ny associat ions  
in  the Un ite d States  mu ch  la rg er  th an  F ir st  Fe de ra l, more com
pl aint s were he ard abou t the  opera tio n of  th at  asso ciation  th an  any  
of  the others,  an d he bel ieved alm ost  as  m any  as the res t of  them  p ut  
toge the r, th at  th is  has been  a m at te r of some concern  to the Bo ard , 
and the B oa rd  h ad  th ou gh t t ha t Air. AA7est was respon sib le—Air. AVest, 
Sr ., was resp ons ible—f or  a lar ge  part  of  it,  an d the  Bo ard could 
no t contin ue to see i t ope ra ted as  it  had  been in th e pa st.
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Mr. Glick. You just recently refer red to action by the Board 
against the California association. During your discussions wi th Mr. 
Wyman did he make reference to any other Board action against 
an association anywhere else?

Mr. J ohnson. During our 2-day conversation, on the th ird  and 
fourth , we discussed the Califo rnia case, the Miami, Fla.,  case, and 
I believe the Minneapolis one.

Mr. Glick. Beacon Federal Savings  and Loan ?
Mr. J ohnson. Tha t is righ t—Milwaukee case instead.
I do not mean to imply tha t those discussions were necessarily a 

thre at by Mr. Wyman about the same action, but we did  discuss what 
the Board did and why they thought the necessity arose for  their  
taking the drastic action that they did in those three  cases.

Mr. W eidberg. Did Mr. Wyman indicate tha t Mr. West was using 
the association as a vehicle togethe r with his other companies for 
personal ga in ?

Mr. J ohnson. Yes, sir.
Mr. Weidberg. Did he indicate t ha t this personal gain was illegally 

tainted?
Mr. J ohnson. Yes. He discussed illegality . I  would say there 

was much more time spent  on the question of conflict of interest and 
the immorality of it rather  than  the illegality, but the question of 
illegali ty was discussed.

Mr. Weidberg. Did he couple this conversation in any way directly 
or indirectly with  the then recent indictment in Miami ?

Mr. J ohnson. I do not think he did. We discussed the Miami case 
and what  had been done, the indictments down there, and how they 
had been obtained in one dist rict rather  than  the other  distr ict, as 
you are famil iar. Let me say th at was more in the background. We 
were discussing this par ticu lar matte r, Fi rs t Federal of Atlanta, in 
the background of the Miami case, the Milwaukee case, and the Cali
fornia  case. Both he and I  were famil iar with  those and had  discussed 
them.

Mr. Weidberg. Did you have the impression that this  matter  of 
criminality was an implied thre at in back of all this conversation ?

Mr. J ohnson. The matter of what ?
Mr. Weidberg. The matter of criminal action was an implicit 

threat ?
Mr. J ohnson. I can’t say that there was an implic it th rea t of crimi

nal action. I was much more afra id myself of civil action. In spite 
of my representation to Mr. West, Ju nio r and Senior, and being gen
eral counsel for them, also, my first obligation was to the association. 
That was the t hing  I  was afraid of, th at is a civil action which would 
take away and destroy the assets of the association.

Mr. Weidberg. Did Mr. West get  into any discussion of the aspects 
of the criminal section of the United States  Code, court actions, and 
tha t sort of thing as pa rt of the savings and loan association ?

Mr. Glick. You mean Mr. Wyman.
Mr. Weidberg. Mr. Wyman, yes. Did he do that ?
Mr. J ohnson. We discussed the appropr iate  section of th e code a t 

some time. I don’t think  there was ever any threat, direct or implied, 
tha t criminal action would be taken. There was hovering in the air 
the idea there might be a violation.
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Mr. Weidbfjrg. Would you say there was hovering in the air the 
thought th at i t could be taken  ?

Mr. J ohnson. Oh, yes.
Mr. Glick. Mr. Johnson , you said you were most concerned with 

civil action. By th is you mean administrative action such as the ap
pointment of someone to come down and take over ?

Mr. J  ohnson. Tha t is right.
Mr. Glick. Then actually  here you are talking about administra 

tive action rather  than just  civil action in civil courts, are you not ?
Mr. J ohnson. Yes. I was thinking between civil and criminal. I 

don’t think any threat  was made, I am sure there was not, of any 
criminal action against Mr. West, and I  wasn’t afraid  of any criminal 
action against Mr. West because I am confident I could have defended 
him successfully against any criminal action.

I  was af raid because tha t is the thing for the future . The minute 
any financial institu tion is either seized, or there is a thr eat  of seizure, 
or a rumor, people start  wi thdrawing their funds and i t is something 
you cannot cure except over a period  of years. That was the danger, 
tha t is the thing I  was very much perturbed  about.

I never had  any idea Mr. W yman was going to t ry  to p ut Mr. West 
in jail. I did have a strong idea tha t the Board might take some 
action, I  mean the Home Loan Bank Board migh t take some 
action, which would if not destroy at least take away a lot of the 
assets of the F irs t Federal Savings & Loan Association of Atlan ta.

Mr. Glick. And the prime concern was in seizure, in the sense of a 
representa tive going down and taking over. Is tha t correct?

Mr. J ohnson. That is correct.
Mr. Glick. Mr. Johnson, at these meetings with Mr. Wyman was 

there any member, to  you r knowledge, of  the legal staff of the Board 
present?

Mr. J ohnson. Dur ing some of our discussions, most of our dis
cussions on the 3d and 4th of March, a Mr. Broul lire and a Mr. 
Schellhase-----

Mr. Glick. Off the record.
(Discussion held off the record.)
Mr. Glick. For record purposes, Mr. Broull ire is in  the Division 

of Supervision. Mr. Schellhase we are informed is no longer with the 
Board but was not in the Legal Department. I  th ink he, too, was in 
Supervision.

These, then, were the only twyo present in your meetings with Mr. 
Wyman, or dur ing a portion of them ?

Mr. J ohnson. Yes. I  don’t thin k at any time all four  were in 
there. At times there  were two. I don’t th ink all four  were in there. 
At times two, and at times only Mr. Wyman. At most of the 
discussions one or two of the parties  were there during the discussions.

Mr. Glick. At your meeting on the 11th of March with Mr. Wyman 
did you have any list or outline of the matters on which vou were 
to agree?

Mr. J ohnson. Yes, sir.
Mr. Glick. I think you have indicated Mr. Wyman agreed to the 

proposal tha t you brought up with you; namely, tha t Mr. West, Sr., 
would resign and Mr. West, Jr. , would be given an opportunity to 
exercise management ability,  and tha t Mrs. Mobley would resign from 
the board of directors ?
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Mr. J ohnson. And  th at able persons not connected with either the 
Fi rst  Federal, the West Lumber Co., or the Home Owners Co. would 
be elected to the board  to replace these.

Mr. Weidberg. A fur the r question on tha t, Mr. Johnson. Were 
these proposals acceptable only if Mr. West, Sr., was to  leave?

Mr. J ohnson. Remember this was a counterproposal of mine. 
The first proposal by Mr. Wyman, the first demand, was that  both 
leave the association completely. This was a counterproposal of 
mine where I asked him to let George, J r.,  stay with the association, 
so tha t it was all predicated upon that , that Mr. West, Sr., would 
leave. He would sever all connections with the association.

Mr. W eidberg. But  Mr. West, Sr., would have to leave if any pro 
posal were to be acceptable?

Mr. J ohnson. When you ask tha t question all I can say is that I 
think tha t is true. I never made a counterproposal and I don’t think 
Mr. Wyman would have agreed to it.

In  other words, when I left  there on the first occasion, I came back 
and suggested a substitu tion of this thing.  If  I thought fur the r 
conversation on my part would have kept  Mr. West, Senior, in there I 
would have been there yet. Pu t i t like that.

Mr. Weidberg. On March 11 you received Mr. Wyman’s proposals?
Mr. J ohnson. This was my proposal.
Mr. W eidberg. I misphrased that. Did you reduce these to wri t

ing and retu rn to Mr. Wyman subsequently ?
Mr. J ohnson. Yes, sir.
Mr. Weidberg. When was this?
Mr. J ohnson. Aft er I went back to Atlanta,  I reported to the 

board of directors  of First  Federal my conversation with Mr. Wyman, 
and what I thou ght we should do and what he was demanding we 
do, and drew up a letter.

I subsequently made a thi rd tri p on the 21st day of March, and 
at tha t time submitted my lette r to Mr. Wyman. I do not know 
that  I gave him one to keep but I showed it to him.

He suggested certain modifications, and I  again returned to the 
board. They asked two modifications again and it was accepted 
by him.

Mr. Glick. Mr. Johnson, I show you copy of a document and ask 
if you will ident ify this, please.

Mr. J ohnson. The first one is the copy of a letter which I  wrote 
to Mr. Wyman on A pril  15, 1958, which states tha t I am enclosing 
a letter approved by the board of directors  of Fi rs t Federa l.

Attached thereto  is a letter dated Apr il 14, 1958, addressed to Mr. 
Wyman, signed by me. This  le tter had been approved  by the board.

Also attached thereto is an extract of the meeting of the board 
of Frid ay, April 11, 1958, which board meeting refer red to the fact 
that the board had approved the le tter read by me.

Mr. Glick. I would like to have this included in the record at this 
point.

Mr. Moss. Is there objection to including the correspondence as 
exhibit 19?

Hear ing none it is so ordered.
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(Ex hib it 19 referred to follows:)
Exhibit No. 19.—Letter From Herbert Johnson, Attorney, First Federal

Savings & Loan Association of Atlanta, Atlanta, Ga., to J ohn M. Wyman,April 15,1958, With Enclosure

J ohnson, Hatcher, Meyerson & Irvin,
Atlanta, Ga., April 15,1958.Mr. John M. Wyman,

Director o f Division of Supervision, Federal Home Loan Bank  Board, Washington, D.C.
Dear J ohn : I am enclosing a letter which I have been authorized to mail you by the board of directors of the Fir st Federal  Savings & Loan Association of Atlanta. The only change in this lette r and the one which I showed you is tha t on the second page the word “futu re” has been substituted for the word “successful.” Some members of the board thought tha t they might be assuming more financial responsibility if they authorized the la tter  word.
This lette r has been approved by a motion of the board of directors tha t was unanimously adopted.
I am also enclosing a copy of the  minutes of the board meeting of las t Friday.You will note Mr. George West, Sr., resigned all connections with the association and is now on ret irement; Mrs. Mobley resigned as a director and George West, Jr., resigned as a member of the executive committee.
As I told you, I would appreciate your calling any complaints to my at tention  so tha t the board may take steps to remedy the cause.

Sincerely,
Herbert J ohnson.

Johnson, Hatcher, Meyerson & Irvin,
Atlanta,  Ga., April H,  1958.Mr. J ohn M. Wyman,

Director of Division of Supervision, Federal Home Loan Bank Board, Washington, D.C.
Dear Mr. Wyman : I have discussed wi th the board of directors  of the Fir st Federal  Savings & Loan Association of Atlanta our conversations regarding the steps necessary to el iminate the criticisms of the association by the Supervisory Division of the Federal  Home Loan Bank Board. It  is the sincere desire of the board tha t the association be operated in such a manner as to avoid such criticism and to cause a minimum amount of trouble to the supervisory authorities.
The board wishes to fully comply with your requirements. In order to accomplish this the Fir st Federa l Savings & Loan Association of Atlanta will not knowingly:

(a) Make any construction loan on real estate  where the builder does not have an  investment in the property of a t least 20 percent  of i ts cos ts;
(b) Accept the value of real estate generally as being in excess of the selling pr ice ;
(c) Make any loan in excess of 80 percent of the selling price or the appraised  value of the property, whichever is lower, save in exceptional cases;
(d) Make any loan on property on which the West Lumber Co. will have a second mor tgage;
(e) Allow any coercion of any builder by which he would be required to buy any building material from any pa rticular  company;
(/)  Make any loan on property on which the Home Owners Co. will have a second mortgage;
(g) Require any borrower to list a house for sale through the Home Owners Co.;
(7i) Require any borrower to carry  hazard insurance through the Home Owners Co.

The association will dispose of its  real estate a s promptly as it can do so on a reasonable basis and will not build any more houses except when necessary as a salvage operation, and then  only after  reporting to you.
The person who takes applications for loans will tell all prospective borrowers tha t fire and extended coverage insurance is required and ask if they have any preference as to agency. If the borrower names a choice, his choice will
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be accepted; if not, the Home Owners Co. will be suggested. The borrower  can 
accept or refuse this suggestion. The borrower or any subsequent purchaser 
shall have the righ t to change insurance on any anniversary date of the policy.

The Home Owners Co. will be allowed to act  as agent for the Fir st Federa l 
in the selling of any real estate only when the price charged the Fi rs t Federa l 
is not greate r than  the recommended minimum of the Atlanta  Real Esta te Board.

Neither purchasers of property  from the association nor borrowers will be 
required to purchase any building mater ial from the West Lumber Co., but they 
shall not be prevented from doing so.

The board of directors of the association will exercise more carefu l control 
of the association and assumes responsibility for  its future operation. Vacancies 
on the board will be filled with extreme care.

All communications from the supervisor will be replied to in a dignified and 
respectful manner. All persons communicating with the association, whether 
by letter  or in person, will be treated  courteously.

This lette r has been read to the board of directors and they have approved 
its contents. These decisions have been reached by the board on its own respon
sibility and are  made in good fai th and withou t any reservation, so th at  future 
operations of the  association will comply not only with the rules and regulations 
of the Federa l Home Loan Bank Board but with good business and ethical 
practices.

In the event of any futu re complaint, the  board would apprecia te your calling 
it to i ts atten tion so th at an investigation can be made and steps taken to erad
icate the cause.

Sincerely,
H erbert J oh ns on ,

General Counsel  for  the  First F ederal
Sav ings & Loan Association  of  Atla nta .

(The minutes of the meeting of the board of directors of the asso
ciation of Apr il 11, 1958, a re contained herein as exhibi t No. 10 and 
appear in the appendix on p. 264.)

Mr. Weidberg. I s it  the dra ft of this letter  th at you discussed with 
Mr. Wyman on the 21st ?

Mr. J ohnson. Yes, sir.
Air. Weidberg. At the time of your meeting with Mr. Wyman on 

the 21st of  March did you go over each one of these provisos, Nos. 
A thro ugh H ?

Mr. J ohnson. Yes, sir.
Air. Weidberg. Did Air. Wyman at tha t time indicate whether or 

not any one or  every one of those provisos was supported by a regu
lation of the Board, a rule, or statement of policy ?

Air. J ohnson. In all these matters which we discussed on several 
occasions the reiterated statement was tha t it was a policy of the 
Board. On some of the matters we discussed, on many of these matters 
from A to II  there is no regulation. I t was a matter  of Board policy 
rather  than  rule or regula tion adopted by the Board, or as a matter  of 
law.

Air. Weidberg. Did Air. Wyman admit there were no rules or regu
lations covering some of these matters?

Air. J ohnson. Yes, although I pref er to say he said there were 
not rath er than admitted it, and he stated very fran kly this was a 
matt er of policy not covered by the rules or regulations.

Mr. Weidberg. Did he indicate whether this was a published policy ?
Mr. J ohnson. No, he never indicated that.  We knew it was not 

published policy in our board.
Air. Weidberg. What is tha t ?
Mr. J ohnson. He and I both knew there was no published policy 

on several of the matters discussed in here.
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Mr. Weidberg. This was a policy which he enunciated to you at that 
time?

Mr. J ohnson. Yes, th at is absolutely true, and yet I  must say that 
that enunciation had been supported in some cases by our previous 
conversations with Mr. McAllister.

Mr. Glick. Mr. Johnson, just for sake of clarity , when Mr. Wyman 
insisted, or proposed tha t the Wests remove themselves from the 
operation of the association, did you question his authority  to make 
such a request ?

Mr. J ohnson. At some point during our conversation I asked Mr. 
Wyman whether he was speaking  with the authority  of the Board. 
He to ld me he was, th at these mat ters had been discussed many times 
and the Board knew, and he was g iving me the Board ’s opinion.

Mr. Glick. His Board, the Bank Board ?
Mr. J ohnson. Tha t is right.
Mr. Glick. He gave you no c itation of rule, regulation,  or law to 

implement th is author ity, did he ?
Mr. J ohnson. No.
Mr. Moss. Mr. Holifield?
Mr. Holifield. I have no questions.
Mr. Moss. Mr. Wallhauser?
Mr. Wallhauser. Mr. Johnson, I think somewhere in the testimony 

you talked about the fact there had been past abuses by the association.
Mr. J ohnson. Yes.
Mr. Wallhauser. Which were corrected ?
Mr. J ohnson. Yes.
Mr. Wallhauser. Can you give us some examples of what these 

past abuses were, please ?
Mr. J ohnson. Perhaps I should not have used the word “abuses,” 

Mr. Wallhauser. May I substitute the word “practices” because I 
think it is justified. Mr. West told the board of directors  of Fir st 
Federa l on several occasions where I was present tha t his object 
in es tablishing the First  Federal Savings & Loan Association, which 
originally was the Firs t Mutual of Atlanta, I  believe, was not altruis tic 
but to sell lumber for the West Lumber Co.

At tha t time he and several o thers put the ir money into the Fir st 
Mutual. At  tha t time, as you know, most loans were for a period 
of 5 years. The Fir st Mutual was one of the first institutions in 
Atlanta to  make monthly repaym ent loans. They were not  going to 
make them unless the people who had put  up their money received some 
profit from it.

The West Lumber Co. was the one he was interested in.
Tha t was done for a long, long time, so tha t was the practice.
The same thing  is true  about the  Home Owners Co. which was not 

started as an insurance company as much as it was to build houses 
and it later on became an insurance company. So borrowers were 
required for some period of time to  purchase insurance through them 
rather  than make loans throug h them.

Mr. Wallhauser. Was the First  Federa l being sued by others at 
the time during your stewardship ?

Mr. J ohnson. I think the re were probably three suits against Fir st 
Federa l. All of them, however, arose out of foreclosure proceedings—■ 
where we were attem pting to foreclose on a borrower because he would
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not meet the payments. He would go to a court of equity and ask 
for an injunction to rest rain  us and sometimes he alleged the associa
tion charged too much.

I would say every one of those cases were decided in favor of the 
association.

Mr. Wallhauser. Wh at appra isal practices did the association 
follow? You went into  quite  a long discussion about the requirement 
of the Federal Home Loan Bank Board as to the  use of selling prices 
as the mark of value. Of course, you and I will agree tha t tha t is 
not the market value. Comparability, though—comparable values 
would be one mark of value.

What appra isal practices did you follow in the association? Did 
you have independent appraisers, did the association employ its own 
personnel to appraise? If  you did have independent appraisers, of 
what stature were they? Were they recognized appraise rs? Were 
they merely real estate brokers who now and then did a job ? What was 
the general practice ?

Mr. J ohnson. Like the man says, I  am glad you asked me that  ques
tion. Mr. Joseph Shaw was an independent appraiser  for the associa
tion. He did serve on the board of directors but he was employed 
solely as an appraiser  and paid independently for his services.

Mr. Wallhauser. He was a member of the board of  directors of the 
association ?

Mr. J ohnson. That is right.
Mr. Shaw was a college graduate—I have forgotten what college 

now—he was with the construction department of e ither the Norfolk 
& Western or the C. & O. Railway.

Mr. Wallhauser. I do not question his capabilities  or his qualifica
tions if you say they were the highest.

Mr. J ohnson. 'They were very high. As a m atte r of fact, he was 
president of the Ap praisal Society at  one time in its early history . He 
was one of the organizers of  it.

Mr. Wallhauser. Would  there be, in your mind, any possible 
conflict of  interest  for an appra iser to be a member of  the board of 
directors  ?

Mr. J ohnson. No, si r; I  don’t see how.
Mr. Wallhauser. He wouldn’t be anxious to secure loans for an 

association—even though it might be indirect  and unconscious ?
Mr. J ohnson. Well, I think everybody in any capacity wants to 

secure loans for  the  association, wants to  get  money for it. Wliether  
you are an independent appra iser or an independent attorney or 
whether  you are an employee.

Mr. Wallhauser. Well, I don’t say tha t I agree with you com
pletely on tha t statement. I think an independent appraiser  has 
less—is less likely to want  to secure the loan for the association. He 
would be more anxious to see that the loan is well placed and merited.

Mr. J ohnson. We pay our appra iser whether the loan is made or 
not. He doesn’t get one more cent if the loan is made than  if it is 
not made.

Mr. Wallhauser. I won’t belabor the point but in your opinion the 
appraiser  did not color his  appraisals  in any way to the benefit of the 
association in an effort to make the loan; is tha t correct?

Mr. J ohnson. In  th is part icular case I know it  did not, having so 
much confidence in Mr. Shaw.
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Mr. Wallhauser. In  all of your conversations and conferences 
with Mr. Wyman or oth er members of the Federa l Home Loan Bank 
Board , did you ever have any suspicion of any ulter ior motives on 
the ir pa rt of any kind ?

Mr. J ohnson. Not a bit ; no, sir. No.
Mr. Wallhauser. You thought they were attempting to do the will 

of the Federa l Home Loan Bank Board?
Mr. J ohnson. Well, now th at is a li ttle different. I felt they were 

attempt ing to do what  they themselves thought they should do— 
thou ght was righ t, I would say. I do no t know whether they them
selves thought tha t I thought they were carrying out the wishes of 
the Board.

Mr. Wallhauser. Well, they said they were?
Mr. J ohnson. That is righ t.
Mr. Wallhauser. You apparently  had once checked with Mr. 

McAllister who was an official of the Bank Board and was convinced 
what  Mr. Wyman was telling you at  th at time at  least was the will of 
the Board?

Mr. J ohnson. Yes.
Mr. Wallhauser. So you don’t ascribe any motive to the Bank 

Board  other than those of trying to do the job tha t they were supposed 
to do?

Mr. J ohnson. I think tha t is true. In  my opinion, it is a mistake 
in judgment, Mr. Wallhauser, rath er than  anything else.

Mr. Wallhauser. What is the present status, if you know—before 
I get to that , maybe you can tell me, was your separation  from the 
association in any way connected with this case or was it voluntary?

Mr. J ohnson. It  was not voluntary. Some year or so ago Mr. 
West, Senior, expressed a desire to come back on the board. Two or 
three of the members of the board of directors came and asked me 
what I thought of it. I  told them tha t Mr. Wyman had had com
plete confidence in me and tru sted  me with these facts  that I  had w rit
ten h im ; that  I  thought my duty to him and to the Home Loan Bank 
Board  through him required me to call Mr. Wyman and ask him what 
he thought of it. So I  pu t one of the members of the board on the 
telephone and called Mr. Ammann and asked him what he thought  
of it. Mr. West didn ’t like it, and I am sure it was fo r tha t reason 
tha t he discharged me as an attorney.

I have always thought that a man had a righ t to choose his own 
attorney and an attorney has a right to choose his client. He exer
cised his privilege, unfortunately.

Mr. Wallhauser. Is Mr. West, Jun ior,  st ill president of the asso
ciation ?

Mr. J ohnson. Yes, sir.
Mr. Wallhauser. I have no other questions.
Mr. Glick. Now, Mr. Johnson, following the acceptance of the 

letters of April 14 and 15-----
Mr. J ohnson. Ju st one minute. Is it necessary for my last state

ment there to go in the record? I thought you were ent itled to an 
answer, but  does it have to go in the record ?

Mr. Moss. The committee has not considered the disposition of the 
record a t any time.
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Mr. J ohnson. Mr. West had a perfect right to do what  he did. I 
don’t want to be complaining and I don’t want you to  think so. 1 am 
not volunteering this  information, but I  thought you were entitled to 
hear it.

Mr. Wallhauser. As I  recalled i t, it  had no effect upon you or  Mr. 
West or  Mr. Wyman.

Mr. Johnson. All r ight , if it  has that effect.
Mr. Glick. Following the resignation of Mr. West and the tra ns 

mitta l of the lett er of Apr il 14—and this lette r has been introduced 
as p art  of exhibi t 19—which contained a provision that:

The board of directors  of the association will exerc ise more carefu l cont rol of 
the  association and  assum es responsibility for its  fu ture  opera tion.  Vacancies 
on the boa rd will  be filled wi th ex treme care .

This is a quote from tha t letter.
Did there come a time thereafter tha t members of the Division of 

Supervision or the supervisory agent met with the board of the 
association ?

Mr. J ohnson. Yes, sir;  Mr. Fogarty  and Mr. Mank came to At
lanta  and had a special meeting with the board.

Mr. Glick. Do you recall approximately when this took place ?
Mr. J ohnson. May or June  1958.
Mr. Glick. According to the prio r record of hearings  on th is m at

ter there was then introduced as exhibit 13, “Minutes of special meet
ing of board of directors of Fi rst  Federal Savings & Loan of 
Atlanta, held at the office of the association, Wednesday, June 17, 
1958, a t 10 a.m.,” and these minutes reflect t ha t Mr. Fo gar ty and Mr. 
Mank were present at  that meeting.

Could you, w ithout my reading what is contained in these minutes, 
could you briefly summarize what Mr. Fogarty  and Mr. Mank put  
for th to the board of the association ?

Mr. J ohnson. Of f the record. I  haven’t read those for  quite a 
time. Could I refresh my memory from tha t?

Mr. Glick. Let  me phrase the question a little differently. Mr. 
Johnson: Would you agree tha t at tha t meeting Mr. Fog arty  and 
Mr. Mank attem pted to persuade the board of the association tha t 
they were responsible for operation of this association almost in its 
day-to-day operations?

Mr. Johnson. Yes, tha t is true.
Mr. Glick. This  is a true  characteriza tion of that ?
Mr. J ohnson. Th at is right.
Mr. Glick. Would you say this  went beyond the board just setting 

the general policy for operation, tha t it had been concerned with 
almost a minutia of  detail which might be involved ?

Mr. J ohnson. I  can hardly answer your last question yes or no. 
I  would say it  goes beyond—I mean they expected—Mr. Fo gar ty and 
Mr. Mank in the ir conversation w ith the board showed tha t they ex
pected tha t the board of directors would take a more active control 
of management than it had generally taken or normally taken and a 
more active control than  is normally  taken by the board of directors 
of any corporation.

Mr. Moss. Are there any fur the r questions ?
Do you have any fur ther statement you would like to make?
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Mr. J ohnson. I would just  like  to add one or two sentences to my 
last statement. If  you gentlemen will observe when you read the 
minutes of tha t meeting, Mr. Fogarty  and Mr. Mank themselves 
wanted to dictate to the board what its lending policy should be. At 
least it appeared tha t way. We felt the association should control it 
rather  than  the Board.

They criticized the association because we made more money out of 
construction loans than  permanent loans. Tha t is a ma tter of safety 
and guidance and keeping the association from being led astray, not 
to go into detail. I think th at was more true than  anyth ing else aoout 
tha t partic ular  meeting.

Mr. Moss. If  there are no f urther  questions, Mr. Johnson, the sub
committee will excuse you and we th ank you for responding to its 
questions.

Mr. J ohnson. Thank you, Mr. Chairman.
Mr. Moss. Mr. Wyman, you have heard this testimony. Do you 

have any fault to find with it as to its accuracy ?

STA TEM ENT  0E  JO HN  M. WY MAN, DIRE CTOR, DIVISIO N OF SU PER
VISION, FEDERA L HOME LOAN BAN K BOARD; ACCOMPANIED BY
THOMAS H. CREIGHTON , JR ., GENERAL COUNSEL

Mr. Wyman. Mr. Chairman, I  am in a position which I  am sure you 
recognize. I have some difficulty in hearing. I  could hear most of 
the questions but I could not hear the answers to a grea t many of 
the questions that were asked.

I would appreciate  very greatly the permission of the committee 
to study the transcript, which I understand will be available, so 
that I  can familiarize myself with it.

Mr. Moss. The question of whether the transcript will be available 
is something the committee must decide at a late r date. Tha t is 
the tran script in the executive session. Availability at the present 
time is limited stric tly to the committee. We will consider your 
request, however.

Mr. Wyman. I have made my statement  upon the contingency tha t 
it might be available. It  was indicated to me it m ight be made avail
able and I had tha t in mind when I made my comment. As I say, 
I have grea t difficulty in hearing the answers to the questions and 
I would appreciate it if there  is any reasonable opportun ity tha t can 
be given me, if I could study the matter.  I would like to have the 
opportuni ty in order to re ply to some of the test imony tha t probably 
would require comment by me.

Mr. Moss. The committee will consider that matter and notify you 
as to its decision.

Mr. Wyman. I would be very happy  to comment on it if I could 
unders tand the statements tha t have been made clearly, so that I could 
comment to the point.

Mr. Moss. The subcommittee will now stand adjourned.
Mr. J ohnson. Before we adjourn, Mr. Chairman, Mr. West has 

just corrected me on something tha t I  think should be corrected: 
Tha t on the  occasion I trie d to call Mr. Wyman he was out of the o f
fice, ill, and I talked to Mr. Ammann in his place on tha t last occa
sion. I am sure tha t is correct.
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Mr. Moss. That would be when ?
Mr. Johnson. Th at was in Jan uar y 1961.
Mr. Moss. Th at was in connection with Mr. West s proposal to 

return to the board ?
Mr. J ohnson. That is right .
Mr. Moss. That will be noted in the transcript.
Mr. Glick. I will make the prop er change.
Mr. Moss. Wi th that  the subcommittee will stand adjourned.
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TH UR SD AY , SE PT EM BER 6, 1962

H ouse of R epresentatives,
Special F ederal H ome L oan

Bank B oard Subcommittee 
of th e Committee on Government Operations,

Was king ton, D.C.
The subcommittee met pursuant to notice, in executive session, at 

10 a.m., in room 100—B, George Washington Inn,  Hon. J ohn  E.  Moss 
(chairman of the subcommittee) presiding.

Members p resen t: Congressmen John E. Moss and Chet Ilolifield.
Present  from the subcommittee staff: David Glick, chief counsel; 

Sidney McClellan, counsel; Ha rry  S. Weidberg, counsel; and Cather
ine L. Hartke, clerk.

Present  from the Federal Home Loan B ank Board: Joseph  J . Wi l
liams, Jr. , member of the Board; Clarence Smith, assistant to the 
Board ; Thomas H.  Creighton, Jr ., General Counsel; George Murphy, 
member of the legal staff; John M. Wyman, Director, Division of 
Superv ision; and J ohn M. Broullire, member of the staff of the  D ivi
sion of Supervision.

Mr. Moss. The subcommittee will be in order.
This is an executive session of the Special Subcommittee on the 

Home Loan Bank Board, and is called to accommodate Mr. Wyman, 
Chief of the Division of Supervision of the Board, who desires to 
comment upon the testimony taken in a previous executive session of 
Mr. Herbert Johnson of Atla nta, Ga.

Mr. Wyman, would you come forward ?
(Whereupon, Mr. Wyman was duly sworn.)

FUR THER TESTIMONY OF JOHN M. WYMAN, DIRECTOR, DIVISION
OF SUPERVISION, FEDERAL HOME LOAN BANK BOARD; ACCOM
PANIED BY THOMAS H. CREIGHTON, JR.,  GENERAL COUNSEL

Mr. Moss. Wil l you identify yourself for the record? please?
Mr. W yma n. I am John  M. Wyman, Director, Division of Sup er

vision, Federa l Home Loan Bank Board.
Mr. Moss. Mr. Wyman, you have a statement. You may proceed.
Mr. W yman . Thank you, sir.
The purpose  of this statement is to assist the subcommittee in ascer

taining facts relevant  to supervisory actions with respect to the Fi rs t 
Federal Savings & Loan Association of Atlanta. The statement is 
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directed to the testimony before the subcommittee by Mr. Herbert  
Johnson on August 17,1962.

I. The first comment which I would like to make pertains to Mr. 
Johnson’s testimony, however and wherever it appears  in the tra n
scrip t of the hearing before this  subcommittee on August  17, to the 
effect that  I assured him in my conferences with him tha t the Fed
eral Home Loan Bank Board was considering drastic  action against 
the association; tha t we discussed what the Board had done in other 
cases in the pas t; tha t he asked me w hat was necessary in order to 
remove the cloud of seizure from the association; and that it was 
understood between Mr. Johnson and me throughout our  conversation 
tha t the Federal Home Loan Bank Board would shortly take posi
tive action unless the association adopted certain changes in pro
cedure and management.

I categorically deny th at I made or implied any such assurance or 
statement  in any conference or discussion which I  had  with  Mr. Joh n
son; tha t I made any reference whatever, by implication or other
wise, in any such discussion or conference to the matt er of seizure; 
tha t I made or implied any statement to Mr. Johnson or to anybody 
else at any time to the effect that  the Federa l Home Loan Bank Board 
was going to  take any sort of action whatever in the event the asso
ciation’s board of directors did or did not do any par ticu lar thing; 
and that there  was any such understanding, tac it or otherwise, between 
Mr. Johnson and me or between me and any other representa tive of 
the association at any time.

II . The second matter on which I would like to comment is Mr. 
Johnson’s testimony to the effect tha t a t no time was any letter  given 
to the association which reduced to writ ing our views and recom
mendations with respect to the appraised value in relation to pur
chase price of real estate on the security of which the association 
makes loans.

Mr. Johnson’s testimony on that matter is not consistent with the 
facts. The facts ar e:

(a) On January 14, 1955, Mr. Walter W. McAllister, then Chai r
man of the Federa l Home Loan Bank Board, wrote to Mr. George 
W. West, Sr., chairman of the board of Fi rst  Federal  of Atlanta, in 
pertinent  part, as follows:

What  our supervisory agent and our Chief Supervisor have recommended 
to you is, in substance, thi s:

In your underwri ting operation, permanent or “takeout” loans should gen
erally  not be made for amounts greater than 80 percent (under  present regu
lations ) of the price at which the property is being purchased, in a free, com
petitive  market, upon completion and sale by operative builders, even though 
the plans-and-specifications appra isal made for construction loan purposes is 
greater  than the value established by such purchase price.

Frank ly, George, I think that recommendation is sound and tha t it should 
be followed by the Fir st Federa l in its mortgage leading operation. True, the 
association’s charter  and the regulations  authorize loans up to SO percent of 
the appraised value of the real estate  securi ty; but to take the position tha t 
the letter of these provisions gives sanction to loans tha t exceed SO percent of 
the value established by the price paid for the property in a free, competitive 
market  is to destroy the pract ical sense and substance of the regulation and leave little if anything but an empty shell.

Personally, I feel that, within  certain  limits and under certain safeguards, 
many excellent loans could be made on a  basis where the purchaser-borrower 
makes a bona fide downpayment equal to 10 percent of the purchase price—that 
is to say with savings of his own rath er than with borrowed “equity.”
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As you know, there are meritorious  arguments on both sides of this ques tion; 
jus t what the final answer is on the  proposition to amend the regulations  along 
tha t line, we are not now prepared to say. Whether the regulations a re amended 
or not, however, our view is tha t 20- or 25- or even 15-year loans that exceed the 
maximum authorized percentage of an appraisal which is higher than the price 
for which the property sells in a free, competitive market are properly subject 
to supervisory question, and the Board  expects that they will be so questioned.

We all know there are exceptions, of c ourse: An es tate  has  to be liquidated, a 
builder gets into financial difficulties, a drop in the market develops from some 
strict ly local and temporary circumstance—just to illust rate—and an occa
sional house will be sold below a fai r and sound appraisal.

As a mat ter of general practice, however, we do not believe tha t the price 
at  which the real estate is being bought on a market  tha t is free, competitive, 
and undistressed, should be disregarded in your underwriting operations, nor 
tha t in relation to such sales price the amount loaned should exceed the maximum 
percentage the association is authorized by the regulations to lend.

It  is our recommendation tha t your lending practices be revised accordingly.
(&) Th e fu rther  fa ct  is th at on Ja nuar y 28, 1955, M r. Geo rge W. 

We st, Sr ., wrote  to Mr.  McA lli ste r ack nowledg ing  rec eip t of  the  Mc
Alli ster  le tte r of  J an uar y  14, 1955, e xpres sing di sapp ointm en t at  the  
posit ion  tak en  by Mr. M cA lli ste r and ad vis ing him  th a t :

We feel compelled to continue to follow this (association’s existing) process 
until and unless the law is changed.

(<?) Mr.  McA lli ste r’s le tter  o f Ja nuar y  14, 1955, to Mr . West  sta tes  
fu lly  a nd  p rec isely ou r posit ion  wi th respec t to the  m at te r cove red by 
th at  l et te r;  at no tim e in  an y discussion which  I  ha d wi th  Mr.  Jo hn
son, or  wi th any othe r rep resentati ve  of  the asso ciat ion, or  in any  
com municatio n to the  associ atio n or  any represen tativ e there of , did I  
tak e any  position or  make any  rec ommenda tion  co nce rning such  m at te r 
co nt ra ry  to th e substanc e of  the  McAl lis ter  let ter .

Th e ill us tra tio ns  used by Mr. Johnson in his  t est imony of a loan  on 
the s ecu rity  o f a l ot  w or th  $8,000 whi ch was purch ased  fo r $1,000 a nd  
of a $10,000 lot  a cqu ired by  g if t o bvio usly  ignores ou r expressed recog
ni tio n of  exce ptio nal  circ umstance s and di sto rts  the facts of  o ur  pos i
tio n an d recommenda tion s wi th  respec t to  th is m at te r—to  an  exten t 
an d in a manne r which  p rod uces all  o f the substance  o f an ad dit ion al 
mi sst ate me nt o f th e f acts.

(T he  let ter s of  Ja nuar y  14 and 28, 1955, are  conta ine d her ein  as 
part  o f e xh ibi t No. 5 and  a pp ea r in the ap pe nd ix  on pp. 241 a nd  243.)

Mr.  W yman. I I I .  Th e th ir d  m at te r on which I  would  like  to com
ment pe rta ins to  te stimo ny by  M r. J oh ns on  wi th respect to his  offer to 
Exa m iner  Ta nn er  to ob tai n affidavits fro m bo rrowers to the  ef fect t hat  
there ha d been no at te m pt  to  coerce borrow'ers in the m at te r of  pu r
chasi ng  bu ild ing mater ia ls or  ob ta in ing ha za rd  in su ra nc e; and to his  
fu rt her  tes tim ony th at  he  discussed th a t m at te r wi th  me an d th at  I  
did no t express an y willin gness  to take  such  affid avits and, fu rthe r,  
th at I  did not  tak e the m.

Ex ce pt  fo r Mr.  Jo hn so n’s tes tim ony, I  have no in form at ion as to 
any discussion he ma y have  ha d wi th  Ex am iner  Tan ne r con cer ning 
th is matt er . On Marc h 3,19 58, Mr.  Joh nson  to ld me that  a  c omm ittee  
of  the  as soc iation's d ire cto rs h ad  in te rro ga ted some of  th e ass ociat ion ’s 
borrowe rs and ha d ma de a tr an sc ript  of the  questions and answ ers ; 
th at  he had sen t a copy of  t he  tra ns cr ip t to the  supervi sory ag en t at  
Greensboro.  Mr. John so n mad e no  sta tem en t to me a bout ha ving  any 
affidavits  or  abou t an of fer to obtain  an y;  t he re  w as no occas ion, the re-
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fore, for me to express ei ther a willingness or  an unwillingness with 
respect to th at matter , or to accept or refuse to accept affidavits which 
I now understand were not then in existence.

On March 6, 1958, according to our records—just 3 days a fter Mr. 
Johnson first talked with me about the matter—we received a copy of 
the transcript covering the interrogation of seven borrowers; it came 
to me as an attachment to a certified copy of an excerpt from the 
minutes of a meeting of the association’s board of directors held on 
February 24, 1958, to which was also attached a copy of a report of 
tha t same date to the board of directors from a committee comprised 
of four directors who had been appointed by the board of directors, 
pursuant to a request made in the lett er of December 2, 1957, from the 
supervisory agent to the directors.

(The excerpts from the February  24, 1958, minutes and the related 
report of the same date are contained herein as pa rt of exhibit No. 18 
and appea r on p. 81. The related transcript covering the inter roga
tion of borrowers is contained herein as exhibit No. 11 and appears  
in the appendix on p. 266.)

Mr. Wyman. Our study of the  transcr ipt and other pertinen t docu
ments then available to us showed that  the  association had not made 
construction loans to one of the seven borrowers named in the tra n
script; and th at, as best we could determine, i t had made construction 
loans to the other six borrowers  in the approximate aggregate amount 
of $12,600,000, or a little more than  one-third of all construction loans 
made by the association, in the 6-year period, 1952 through  1957. Not 
included in the l ist of seven borrowers covered by the transcript were 
three borrowers to whom the association had made construction loans 
of about $6 million within th at same 6-year perio d; those are the three 
borrowers who had filed affidavits alleging coercive pract ice and who 
had also filed suits agains t the association alleging usurious charges.

Our study of the said tran scr ipt and of the examination report of 
Jan uary 14, 1957 also showed th at four of the six borrowers to whom 
the association had made construction loans were borrowers to whom 
the association had made refunds and from whom it had obtained 
releases of all claims such borrowers might otherwise have against 
the association for reasons under lying  the suit against the association 
by Norwood Realty Co.—this having been done after the Norwood 
suit was filed but before the court had issued its  decree.

As to each of the  six borrowers to whom the  association made con
struction loans the tran script carries statements to the effect tha t in 
no instance was the borrower required to purchase bu ilding  mate rials 
from the West Lumber Co. and tha t he was not otherwise coerced in 
connection with construction financing by the association. Accord
ing to the  transc ript,  one of the six borrowers estimated tha t he did not 
buy more than  60 to 75 percent of his  building materials from West 
Lumber Co.; another stated that he bought materia ls from tha t com
pany but gave no estimate as to what amount or percentage; an
other borrower stated tha t about 70 percent of his building materials 
was purchased from West Lumber Co.; another borrower stated tha t 
he bought about 50 to 60 percent of his materia ls from West  Lumber 
Co.; another borrower stated that  he was not now in the residential 
building business but tha t when he was in that  business, he purchased 
his building materials “for the most pa rt” from West Lumber Co.
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but tha t “there were many things they did not furn ish” ; a nd another 
borrower stated tha t he usually bought his mater ials from  West 
Lumber Co.

The inform ation disclosed in the transcript covering inter rogat ion 
of only six borrowers to whom the association had made a substant ial 
amount of construction loans, and consideration of the fact that  cer
tain refunds had been made to four of the six, and of the fact tha t 
three borrowers had made affidavits alleging coercion, and of the 
fur ther  fact  t hat , notwi thstanding  the  circumstances, the association 
failed to produce even one such construction-loan borrower to state 
tha t he purchased most of his materia ls from a source other than  West 
Lumber Co., did not convince us tha t there was any basis for changing 
the substance of the comment with respect to this matter in the letter 
of December 2, 1957, from the supervisory agent to the association’s 
board of directors.

IV. The fourth  comment tha t I  would like to make pertains to test i
mony by Mr. Johnson to the effect tha t, in his conferences with me, 
we discussed certain  cases in California, Florida, and Wisconsin, and 
that  the Fi rst  Federal of Atlanta was discussed with those cases in 
the background; tha t the idea of a possible violat ion of some criminal 
statu te was hovering in the air ; and that  prominent or dominant in 
my discussions with him was the implication that i f Mr. George West, 
Sr., and Mr. George West, Jr ., did not retire  from the association the 
Federa l Home Loan Bank Board would either seize the association 
or take some sort of drastic action.

I categorically deny that I discussed w ith Mr. Johnson any case in 
Californ ia, Flor ida,  Wisconsin or anywhere else, Fi rs t Federal of 
Atlanta excepted. Those cases were, of course, in the background in 
the sense tha t they were historically precedent and in the sense tha t 
they were m atters  of common knowledge, as were also certain  actions 
which the Board had taken in  some of those cases. Mr. Johnson him
self has testified to the effect tha t he was f ami liar  with them at the 
time of his conferences with me. It  has so long been a hard  and fast  
rule of the Board  and of the  Division of Supervision that matters of 
this nature are confidential between the Board and staff and that 
the affairs of a par ticu lar institution  are not to be discussed outside 
the four walls of o ur own agency, so to speak, and I have abided by 
tha t rule, withou t exception, for so many years tha t adherence to it 
has long been an unfa iling  reflex. I regre t th at  I  am put into a posi
tion where I  have to d ignify  Mr. Johnson’s testimony as to that ma t
ter by making any reference whatever to it ; in the circumstances, 
however, it appears tha t I am lef t with no prope r alternative.

While I then had no way to know what might have been in Mr. 
Johnson’s mind a t the time of his conferences with me, other than his 
representations to me a t tha t time as to the reason for, and purpose 
of, his visit, I  say to this subcommittee that at no such time did I  have 
any thought,  or even a suspicion, of a violation of any criminal 
statute by anyone in any way connected with the assoc iation; and that 
I categorically deny tha t, in any discussion which I had with Mr. 
Johnson or with any other official or representative  of the association, 
I made any s tatement whatever with respect to such matter.

What  I  have already said as to the rule by which we are governed 
in discussing the affairs of institutions  subject to supervision by the 
Board is equally and fully  applicable  to this  par ticu lar ma tter  and



110  STUDY OF THE FEDERAL HOME LOAN BANK BOARD

it is, therefore, by reference made a part of my comment on Mr. 
Johnson's testimony about my discussion with him of possible viola 
tion of some criminal statute. If  any such idea was hovering in the 
air at the time of any of Mr. Johnson’s conferences with me it  was 
his idea, not mine.

I  categorically deny t ha t in any discussion which I had with Mr. 
Johnson I made any statement which, explicitly or by implication, 
threatened, forecast, or even suggested tha t unless Mr/George  West, 
Sr., and Mr. George West, J r.,  re tired  from the  association, the insti 
tution would be seized or tha t the Federal Home Loan Bank Board 
would take some other drast ic action. Any such statement or implica
tion would have been utte rly incongruous with the circumstances 
fixed by his representations  to me as to the reason for, and purpose  of, 
his conferences with me. What actually happened, in substance in 
th is :

(1) The le tter of December 2, 1957, from the supervisory agent to 
the association’s board of directors, after refe rring  to certain mat
ters, carried the following para gra ph :

It  is requested, therefore, tha t the directors  make such independent investigation of these matte rs as may be necessary to determine the facts and to take such s teps as will assure permanent discontinuance of any improper practice in respect to any of these matters .
(2) On December 6, 1957, a lette r signed by all of the  association’s 

directors advised us tha t on that  date they had appointed  a committee 
consisting of board members “ who have no par t in the management 
of the association,” for the purpose of investigating matters  to which 
the letter  o f December 2, 1957, refers; and advising that  as soon as 
such committee has made its investigation it would report to the asso
ciation’s board of directors  and tha t “we will advise you of the 
action taken.”

(3) To the best of my recollection, and insofar as I am able to 
determine from our records, the next word we received from the 
association was a telephone call, around or shortly afte r March 1, 
1958, from Mr. Herbert Johnson stating, in brief, tha t we would 
like to talk with me on March 3; I have no record of this telephone 
call, bu t I  am confident that Mr. Johnson did telephone me before he 
came to my office on March 3,1958.

(4) Mr. Johnson arrived at my office a t about 3:45 p.m., March 3, 
1958, and I talked with him for approximately iy 2 hours tha t aft er
noon. He stated the reason for, and purpose of, his call in the follow
ing manner, substa ntia lly:

Upon receipt from us around the end of November 1957, of a 
lette r commenting on the examination of Jan uary 14, 1957, six 
of the association’s directors not otherwise connected with the 
association became part icula rly concerned with certaain of the 
association’s practices and had appointed a committee to try  to 
work out corrective measures.

Mr. Johnson fur the r advised me tha t the directors had author
ized and requested him to come to Washington and talk  with 
me about th eir  proposals and to find out whether those proposals 
were, in my judgment, adequate. Mr. Johnson told me th at the 
directors had come to the conclusion tha t the criticisms th at had 
been made of  the association over the last several years  were in
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many important respects warranted by the fac ts; th at those prac
tices had been too long continued; and  th at such practices should 
be eliminated from the operation of the association. In short, Mr. 
Johnson sta ted to me, and  I  accepted his statement in good faith,  
tha t the directors had determined to take whatever action was 
necessary and within the ir power; and to tha t he added, with 
considerable emphasis, a statement to the effect th at he was con
vinced as to the need for such action and tha t he was going to 
do all th at  he could to get the job done.

(5) The principal proposals by the directors’ committee, as set 
out in  d raft of a document which Mr. Johnson showed me at the con
ference on March 3, 1958, which document I had not previously seen, 
were in substance these:

(a) Loans not to be made unless the borrower puts up at least 
20 percent of the value of the property, in cash or its equivalent 
(labor or ma terials) .

(&) Appraisals  not to be made for amounts tha t exceed the 
sales price of the prope rty, “except in instances where the ap
praiser justifies an appraisa l in wri ting .”

(<?) All of the  officers of the association who are also directors 
or officers of the West Lumber Co. or the Home Owners Co., to 
resign as directors of those companies.

(6) Af ter  discussing the matt er with Mr. Johnson for  approxi
mately l 1/^ hours  on the afternoon  of March 3, 1958, without stating 
to him any conclusion and without  making any comment as to 
whether or not those proposals were adequate, I arranged for Mr. 
Johnson to retu rn to my office at approximately 10:30 a.m. on March 
4, 1958. Present at the March 4, 1958, conference, in addit ion to 
Mr. Johnson and me, were Mr. J . M. Broul lire and Mr. R. A. Schell- 
hase (now retired) of my staff. Af ter  further  discussion of  th e mat
ters with Mr. Johnson I  asked him pointedly and explicitly  whether 
or not the  association’s board of d irectors had requested him to obtain 
a fran k statement of my views on those proposals. Mr. Johnson 
assured me t ha t the association’s directors wanted jus t tha t, and tha t 
they had authorized and directed him to discuss the mat ter with me 
in order to obtain my views. Therefore, I then told Mr. Johnson tha t, 
in my considered judgment, the proposals were not adequate and that , 
if the directors really desired to make full and permanent correction, 
Mr. George West, Sr., and Mr. George West, Jr. , should resign as 
directors and officers of the association, and tha t certain other steps 
should be taken.

(On March 4. 1958, while the matte r was still fresh in my mind, I 
wrote a memorandum summarizing the substance of my discussions 
with Air. Johnson on March 3 and 4; on March 6 ,1 sent a copy of that  
memorandum to the  members of the Board.)

(7) On March 6, 1958, we received from the Board’s Supervisory 
Agent at Greensboro a copy of a file memorandum p repa red by him 
covering a conference which Supervisory Agents Joh n A. Fogarty  
and Phi lip J. Mank had with Mr. Herbert  Johnson at the offices of 
the Federal Home Loan Bank of Greensboro on Monday, March 3, 
1958, with regard to those proposals. The substance of the Super
visory Agents’ views, as stated in tha t conference memorandum, of
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which I  had no knowledge when I ta lked to Mr. Johnson on March 3 
and March 4,1958, is this

(а ) The board of directors  would have to be more specific in 
outlining construction lend ing policies and procedures.

(б) The board of directors d id not  take sufficient action to cor
rect the conflict of interest, especially as it applied to Home 
Owners Co.

(<?) The association should either discontinue all futu re deal
ings with Home Owners Co. or the officers and directors (of the 
association) who have a financial interest  in th at company should 
divest themselves of all such interest.

(8) Also on March 6, 1958, I received a certified copy of excerpt 
from the minutes of a meeting of  the association’s board of directors 
held on February 24, 1958, where the repo rt of the special committee 
appointed by the board of d irectors  on December 6,1957, was adopted.

(9) Insofa r as I know, the next development was on March 11, 
1958, when Mr. Johnson came to  my office, at approximately 2 p.m., 
to discuss with me the  adequacy of a modified proposal, which pro-
Sosal did not include resignations by Mr. George W. West, Sr., and 

lr. George W. West, Jr. , as directors and officers of the association. 
Mr. Broull ire and Mr. Schellhase of my staff were also present at 
tha t conference. I advised Mr. Johnson tha t I  had no different 
view of the matter than  that which I  had expressed to him on March 4. 
Mr. Johnson then asked me what my reaction would be if Mr. George 
W. West, Sr., were to retir e from the association approximately 6 
months thereafte r and if, following his retirement, Mr. George 
West, Jr ., were retained for a period of 6 months to demonstrate his 
ability  to manage the insti tution  properly. In tha t connection, Mr. 
Johnson had stated to me that  several of the association’s directors 
had serious doubt as to the ability  of Mr. George West. Jr. , to man
age the association, but that  they felt that  he had not had sufficient 
opportunity to show what he could do and that they would like to give 
him a 6 months’ trial. I  advised Mr. Johnson tha t tha t might be a 
workable arrangement , and tha t the responsibil ity for deciding the 
mat ter rested on the board of directors.

(10) At some time between March 11, 1958, and Apri l 11, 1958,
Mr. George W. West, S r., came to ta lk to me about the matte r of his 
resignation  and the continuance of Air. George W. West, Jr. , as a 
member of the board of directors and as president  of the associa
tion. In  tha t conference with Mr. West not only did I not make 
any threa ts or demands of any sort whatever but, on the contrary , I 
told Mr. West tha t the decision was one which he himself and the 
board of directors would have to make. Mr. West told me tha t he 
would be willing to reti re from the board of directors but tha t he 
did not want any time limit within which he would be expected to do 
so: I told him that,  insofar as I  was concerned, that was a matter to  
be worked out by him and the board of di rectors. As to Mr. George 
West, Jr ., I told Mr. West tha t his continuance as a director  and as 
president of the association was a matt er for determination by the 
board of directors.

(11) At about 9 a.m., Apri l 11. 1958, I received a telephone call 
from Mr. H erber t Johnson. He asked me whether or not there would 
be any objection if, upon resignation by Mr. George West, Sr., he
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should be designated and shown in the association’s adverti sing, 
published statements, and so forth , as “direc tor emeritus” or w ith simi
lar  honorary t itle. I advised Mr. Johnson that my immediate reaction 
was that  there would be no objection ; but that, to the best of  my recol
lection, the question had never been raised before, and that  I would 
like to have a few minutes to think  it over and then call him back. 
I immediately talked with the Federal Home Loan Bank Board about 
the inquiry which Mr. Johnson had made and advised the Board  
tha t I would see no objection to the proposal. The Board concurred 
in tha t view, whereupon I telephoned Mr. Johnson and advised him 
accordingly.

(12) On Ap ril 17, 1958, we received a certified copy, in excerpt  
form, of the minutes of a meeting of the association’s board  of  direc
tors on April 11, 1958, at which meeting they took certain actions, 
among which was approval of a letter from Mr. Herbert  Johnson to 
me; tha t letter was dated Apr il 14, 1958, and was received by me on 
Apri l 17. In a letter to me dated Apr il 15, 1958, Mr. Johnson refers 
to the lette r of April 14 as having been shown to me prior to its ap
proval by the board of directors. Mr. Johnson did, in fact, leave a 
dra ft of a proposed lette r with me on March 21, 1958; my recollection 
is th at I  discussed the lette r with him a t tha t time although I  am not 
now certain. In  any event, I  r ead the proposed d raft and made only 
one sugges tion: namely, deletion, from the first paragraph  on page 
2, of the phrase “and then only afte r reporting  to you and receiving 
your approval.” The only differences between the draf t which Mr. 
Johnson left  with me on March 21 and the lette r of Apr il 14 to me 
are these: the words “and receiving your  approval” were deleted from 
the first paragraph  on page 2 of the dra ft, presumably pursuant to 
my suggestion to Mr. Johnson on March 21; and the word “fu ture” 
was substi tuted for the word “successful” in the fifth par agraph  on 
paffe 2, presumably at the suggestion of the association’s directors. 
I did not part icipa te in the dra ftin g of the Apr il 14 letter, and had 
nothing to do with its preparation beyond what I have jus t stated. 
The April 14 letter, as approved by the association’s board of directors, 
stated, among other things, th a t:

These decisions have  been reached by the  board on its  own resp onsibility 
and are  made  in good f ai th  and  withou t any reservation so th at  fu tu re  opera
tion  of the  association will comply not  only wi th the  rules  and  regula tion s of 
the Fed era l Home Loan B ank Boa rd but w ith good bus iness and eth ical p ractices.

Mr. George West, Jr. , has already testified before this subcommit
tee, in response to questioning by Congressman Wallhauser, that the 
Apri l 14 letter was the directors’ lette r to us—“No question about 
tha t.”

(The April 14, 1958, lette r is contained herein as part of exhibit 
No. 19 and appears on p. 96.)

Mr. Wyman. The whole substance of the conferences and discus
sions between Mr. Johnson  and me is th is : At no time did Mr. Johnson 
represen t to me tha t e ither  he or the association’s di rectors were con
cerned about the possibility of so-called seizure of  the association, or 
the possibility tha t some criminal statu te may have been violated, 
or the establishment of safeguards against seizure or othe r action. 
His representations to me were that the directors were concerned about 
certain practices, which were disclosed by reports of examination and 
which we discussed: tha t the directors themselves had determined that
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such practices should be corrected, ful ly and perm anen tly; that he was 
going to do whatever he could to get  such practices correc ted; and that  
the directors wanted my honest and candid judgment as to the ade
quacy of certain proposals which the directors had developed and were considering.

In  those circumstances I responded to what  had been represented 
to me by Mr. Johnson to be a request by the board of directors, 
which representa tion and request I accepted as having  been made 
in good faith , by telling him w hat in my honest, candid opinion would 
be necessary. At no time prior to the hearings  before this subcom
mittee with respect to this association did I have from anyone any 
indication, nor did I  have any reason to suspect, that the association’s 
directors, or anyone else in any way connected with it, were moved 
by any consideration other than to effect a full and permanent cor
rection of certain practices- I t was on tha t basis and in those terms, and no other, tha t I  discussed the  ma tter with Mr. Johnson and with 
the Federal Home Loan Bank  Board which was fu lly advised as to 
the entire matter, not only by me but by Mr. George West, Sr., who 
on August 11, 1961, testified that, prior to his resignation, he per sonally discussed the mat ter with every member of the then Federal Home Loan Bank Board.

V. The fifth comment which I would like to make pertains to Mr. 
Johnson’s testimony to the effect that , in his conferences with me, 
I gave him no definition or reasoning for describing the association, 
the Home Owners Co., and the West Lumber Co. as “affiliates.”

It  is of course true th at I  gave Mr. Johnson no such reasoning in the 
sense of an express definition o f the term in any statute  o r regulation 
for Federal savings and loan associations—for the simple reason that, 
as both Mr. Johnson and I  well knew, neither the statute nor the 
regulations contained any such definition. But  as Mr. Johnson also 
knew at the time of our conferences, and as the context of his testimony 
on this part icular mat ter appears  to recognize, the burden of our 
discussion was not directed to semantics, but ra ther to the substance of 
relationships and transactions wherein certain directors  and principal officers of the association were parties  at  interest in the  Home Owners 
Co. or the West Lumber Co., or both—in short, to the matter of 
relationships and transac tions which ordinarily  lead to a conflict 
between personal interest s and the performance of official duty by persons in a fiduciary position.

In  my conferences with Mr. Johnson I  used the term “affiliate” 
for the purpose of brevity only; and his testimony to the effect th at 
I gave him no reasoning  describing the three concerns by tha t term 
is inconsistent with the following substantive  facts, as disclosed by 
examination reports,  the essence of which facts I discussed with Mr. Johnson in my conferences with him :

(<?) W ithin the 11-month period covered by the examination o f the 
association as of March 19, 1954, as shown by the report of tha t exam
ination, the  association purchased from the Home Owners Co. 382 first 
mortgage loans in the approximate amount of $3,700,000; as of Feb
ruary  28, 1954, according to schedule in the examination repo rt of 
March 19, 1954, directors, officers, and employees of the association 
together with members of families of some of them and concerns 
controlled by them, owned the majority of the  stock of tha t company.



STUDY OF THE FEDERAL HOME LOAN BANK BOARD 115

The loans so purchased had been made by the Home Owners Co. as 
“takeouts” of short-te rm construction loans made by the association. 
The examiners were unable to determine what benefits were derived 
by Home Owners Co. from or as a resul t of these purchases. The 
examination repo rt does state, however, that the purchase of these 
loans from Home Owners Co. was concurrent with the making  of the 
“takeout” loans by that  company, the association delivering to Home 
Owners Co. each morning individual checks in amounts sufficient to 
cover the association’s purchase of “takeout” loans so made on the 
preceding day, thus enabling Home Owners Co. to make and to sell 
such “takeout” loans without use of its own funds; and that , at the 
examination date, the association had agreement to purchase an ad
ditional 171 loans from Home Owners Co.

(J) In  his repo rt covering the examination as of March 19, 1954, 
the examiner stated  that out of 1,566 loans made by the association 
within the 23-month period preceding the date of tha t examination, 
hazard  insurance covering properties which were security for 1,534 of 
such loans—98 percent  of the total  number—was written  through 
Home Owners Co.; that the chairman of the association’s board of 
directors advised the examiner in writ ing durin g the course of the 
examination tha t borrowers were required to agree as a condition of 
the loan to permi t the association to designate the insurance agency 
and company; and tha t the minutes of the  di rectors’ meeting of  July  
18, 1952, included the following entry  (which is also the substance 
of the association’s rep ly to p rior supervisor}’ objection) with respect 
to the placement of  hazard insurance:
It  is made clear to the prospective borrowers here tha t this legal righ t is inci
dental to acquiring a loan. Prospective borrowers, therefore, have the choice 
of going elsewhere if they are dissatisfied.

(c) In  the repo rt of examination of the association as of Jul y 13, 
1955, the examiner reported  tha t within the 16-month per iod covered 
by tha t examination, the association purchased from Home Owners 
Co. 124 loans aggregating approximately $1,300,000; and tha t during 
the same period the association made 26 loans to borrowers, in  the ag
gregate  round-figure amount of $89,000, to finance the ir purchase of 
houses from West Lumber Co. With respect to these latt er trans
actions the aggregate of the association’s first mortgages and the 
second mortgages held by West Lumber Co. exceeded the association’s 
own appraisal  of the under lying security and exceeded the tota l of 
the sales prices as indicated by revenue stamps. (West Lumber  Co. 
was then controlled  by Mr. George West, Sr., and Mr. George 
West, Jr. )

(</) In  the ir report  of examination of the association as of Janu ary  
13, 1958, which covered operations  for 1957 subsequent to Jan uar y 
14 of tha t year, the examiners showed that  with in the  12-month period 
covered by that  examination the association made 175 loans, aggre 
gating approximately $1,270,000 to finance purchase of houses from 
West Lumber Co. and Home Owners Co., which companies in 158 
of the 175 instances took second mortgages agg regat ing approximately 
$609,000, almost 40 percent of which second mortgages called for 
balloon payments. The examiner reported tha t as of January  13, 
1958, directors,  officers, employees and attorneys of the association 
owned more than 20 percent of the stock of Home Owners Co., th at
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perce nta ge be ing  exclusive  of any  stock which  at  th at  da te may  have  
been owned by We st Lumb er Co. an d by mem bers  of the West  fam ily  
no t em ployed  by or  dir ector s o f th e asso cia tion; and t hat  as  of Ja nu ar y 
13,1958 the  ch air ma n of t he board  a nd  t he  presid en t o f the  assoc iation 
owned 69 pe rce nt of  the stoc k o f We st Lu mb er Co.

(e)  In  th ei r repo rts  cov erin g exam ina tions  of  the asso ciat ion as 
of  Ja nuar y  14, 1957, a nd  Ja nuar y  13, 1958, t he  exa miner s show ed a 
continuation  of  t he  pract ice  of no-equity fina ncing of borrowers and 
the con tinued  in volvem ent  of  H ome Ow ner s Co. an d West  Lu mb er Co 
in such financ ing, as ill us tra ted by the fol low ing  loans :

(1) Loan No. 10836: Th is loan  was m ade  on Au gu st 9, 1955, in the  
or igi na l am ount of  $400,000; by subsequen t ad di tio na l notes an d ad 
vances it  rea che d $1,480,000 by Ju ne 22, 1956. Th is was a constru c
tion loan , the  sec uri ty for which was  ap praised by the associatio n at 
abo ut $1,416,000. According  to  th e exam ine r’s rep or t, he was a dvised  
by the  bo rro we r tha t at  no  tim e subsequent to the gr an ting  o f the  lo an 
did he hav e an inv estment of  more th an  $11,500 in th is pro jec t. On 
or about Novemb er 6, 1956, Home  Ow ners  Co. foreclosed a second 
mo rtg age and took tit le  to th is pr op er ty , sub jec t to the  associ ation’s 
firs t lien.

(2) Loan No. 11193: Th is loan  was made on December 14, 1955, in  
the  a mount  o f $300,000, t o the  same borro we r t o whom loan  No. 10836 
was ma de. On Decemb er 15,1955—t he  da y fol low ing  the g ra nt in g of 
th is loan —Home Ow ners Co. t ook a second m ort gage  o n t he  p ro pe rty 
securing th is  loan  and loan No. 10836. Th e borrowe r to ld  the ex
am ine r th at  he had no money inv ested in th is pro jec t. Th e borrowe r 
de faul ted:  and in Septe mb er 1956 the asso cia tion  inst itu ted foreclo
sure  p roceed ings, and ul tim ately acq uire d t it le  to  the pr op er ty .

(3)  Loans  Nos. 11043 an d 110 43-B: On Septe mb er 20, 1955, loan 
No. 11043 was m ade  in the  a mo un t o f $100,000, a nd  on A ug us t 6 ,195 6, 
loan  No. 11043-B was made to  the same borro we r in the am ount of  
$100,000. The exam ine r s ta ted th at  the  borrow er adv ised  h im th at  he 
he had only $8,000 invested in th is pro jec t. On or abo ut December 
18, 1956, the  b orr ow er vo lunt ar ily  deede d the sec uri ty pr op er ty  to the 
West Lu mb er Co., which, according  to  the bo rro we r’s sta tem en t to 
the e xam iner, had a second mortgage of  $16,600 on the  prop er ty .

(/ ) In  his  repo rt cov ering  the  e xamination of the  asso ciation  as of 
Ja nuar y  14,1957 , the  exam iner st ate d t h a t :

It  appears tha t West Lumber Co. supplies the vast majori ty of the building 
mater ials for construction financed through Fir st Federal. Examiners  were informed by several builders tha t this is a requirement for securing funds from this association.

And :
In some instances, builders stat e they are forced to sell properties through 

Home Owners Co. and tha t if they try  to have other realty agents handle thei r 
sales, officers of Home Owners Co. threaten to have construction funds stopped.

Inclu de d in the  repo rt  of  th at  exam ina tion are  affidavits by thr ee  
bor row ers , p er ta in in g to  loans  agg rega tin g a lmo st $6 mil lion , in which 
such borrowers cert ified  th at  the y were  eit he r req uir ed  to pur cha se 
bu ild in g mate ria ls fro m We st Lu mb er Co. in orde r to obtain fina nc
ing  b y the asso ciat ion o r were  th reaten ed  w ith  a  s top page  o f d isb urse
me nts  i f they fa ile d to  purc hase bu ild ing m ate ria ls fro m th at  conce rn;  
also  ce rt ifying  in two  ins tances  t hat  fina ncing would be cut  off i f the
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sale of the houses was not put in the hands of the Home Owners Co., 
and, in one instance, c ertify ing tha t construction funds would be cut 
off unless all of the hazard insurance were placed with the Home 
Owners Co.

In  his report of examination of Jan uar y 13, 1958, the examiner 
sta ted :

Of the  773 new loans gra nted (du ring the period covered by that  exa min a
tion)  and stil l on the books, the underly ing secu rity  applicable to 687 ( 89 p er
cent) is pro tected by hazard insurance  writ ten  by the Home Owners Co.

(</) In  his report covering the examination of the association as of 
Jan uary 14, 1957, the examiner stated, in substance, th at the associa
tion was defendant hi a suit brought by a borrower, to whom the 
association had made construction loans in the aggregate amount of 
$4,250,000, charg ing tha t the association required him to pay interes t 
in excess of the maximum legal rate.

The examiner fur the r states tha t these loans were made to finance 
the purchase and development of acreage into 380 lots and the con
struction of houses the reon ; and tha t the borrower told the examiner 
tha t—
at  the time of closing (of the  loans)  he had  $26,000 invested in the development, 
but  th at  he la te r sold timber from the  land  for $18,000, leaving his net  in
vestm ent to be $8,000.

This borrower made an affidavit certi fying tha t he was required to 
purchase all of the materials for the development of these 380 lots 
and the construction of houses thereon from the West Lumber Co.; 
and tha t he was required to obtain hazard  insurance from the Home 
Owners Co.

(A) In  his  repo rt of examination of the association as of Jan uary 
14,1957, the examiner shows tha t the  association then had delinquent  
loans in the  round-figure amount of  $3,399,000, equal to 9.5 percent  of 
total loans, all but  $13,352 of  which were construction loans; tha t in 
addition to the foregoing, the association, during the period covered 
by the examination , acquired by foreclosure or otherwise the security 
for $963,000 of loans; tha t one project involving a loan balance of 
$1,007,000 was taken  over by Home Owners Co. through foreclosure 
of a second mortgage; tha t another project on which the balance due 
the association w’as $105,000 was conveyed to West Lumber Co. ; and 
tha t a t the date of the examination the real estate owned account was 
$905,561, or 2.2 percent of tota l assets—which account increased to 
$2,108,000, or 4.7 percent of to tal assets, by Jan uary 13, 1958.
(i) The report of examination of Janu ary  13, 1958 included, as an 

exhibit, a copy of the decree issued on September 4, 1957, in the Nor
wood case. The decree was predicated on a finding that  intere st on 
five of the seven notes involved was usurious. Pert inent to this aspect 
of the association’s operations are the requirement of section 5 (f)  of 
the Home Owners’ Loan Act, which requires tha t each Fede ral sav
ings and loan association be a member of a Federal home loan bank; 
and the provision of section 5 o f the Federa l Home Loan Bank  Act 
which was intended to preclude from such bank membership ins titu 
tions engaged in lending funds at rates which are excessive unde r the  
terms of that section.

Mr. Johnson has testified to the effect th at he had knowledge of the 
examination repo rt of Jan uary 14, 1957, and of prio r examinations;
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tha t he had read and discussed with the association’s officials the supervisory letter of December 2, 1957; tha t he was fully  aware of the operation of the association and the interest s of the Federa l Home Loan Bank Board in tha t opera tion; tha t he was present when any supervisory correspondence was discussed by the association’s board of directors; tha t there were some things  to which the supervisory author ity called a ttention  t ha t needed to be corrected ; that supervisory criticism had seemed to be a little stronger each year, and was especially strong in 1957; and tha t constantly or repeatedly or a t length in his conferences with me the  relationships of Home Owners Co. and West Lumber Co. to the association and its operations were discussed, with specific reference to second mortgages,  the placing of hazard  insurance, and purchase of build ing materials.
In the ligh t of th at testimony and of  the fac t that I did discuss with Mr. Johnson t ransactions and relationships wherein certain directors and principal officers of the association were parties at interest in Home Owners Co. or  West Lumber  Co., or both, Mr. Johnson’s testimony to the effect tha t I  gave no reasoning fo r my abbreviated description of the three concerns as “ affiliates” is inconsistent with the substantive facts. Moreover, I  told Mr. Johnson what  he, as a lawyer, undoubtedly knew already, nam ely:
(1) The rule, which is well established in the law, is tha t persons who are in a fiduciary position should not engage in transactions which ordinarily  lead to a conflict between personal interests and the performance of official du ty ; and
(2) The rule is for prevention rather  tha n correction and does not fall merely because every relationship, transact ion, and pract ice which 

ordinarily leads to a violation of the rule is not  specifically and precisely cataloged in a Board regulation.
In tha t connection, I  have had  close contact with the Federal home loan bank boards over a period of more th an 28 years and have discussed with them many times, both in general terms and in terms of specific institutions, relationships, transactions, and practices which have either produced a violation of tha t rule  or which ordinarily  lead to such a violation. I know of no instance in which any Board has taken any position other than this , in substance: Supervisory  responsibility  includes the du ty to try  to correct situations w'hich are violative of tha t rule. Supervisory action with respect to tha t matte r in the 

case of the At lanta association was therefo re in no sense the resul t of a personal rule but, rather, of an honest effort to give effect to my understanding of the policy established by the Board  in the public interest.
I wish to than k the subcommittee for  giv ing me an opportunity  to make this statement.
Mr. Moss. All right, Mr. Wyman.
Mr. Holifield ?
Mr. Holifield. No questions at this time.
Mr. Moss. Mr. Wyman,  I  thin k it  is no secret to you tha t I  have characterized your discharge of your duties as supervisor as being predicated prim arily  on a so rt of an ad hoc—personal ruling—basis. In quite a number of speeches I  have been very critical of the fact tha t the Division of Supervision exercises a tremendous amount of independent judgment, not relying upon rule or regulation for the
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basis of the criticism of member institutions. Now you tell us here 
on the last page tha t for  28 years you have been in close touch with 
the Board.

During tha t 28 years, how many new charters have been issued 
when the original organizers  were persons who would clearly be 
faced with the type of conflict which you here characterize as im
prope r ?

Mr. Wyman. Well, I  couldn’t give you the number, of course, Mr. 
Chairman. I would suppose certain ly there have been a g reat  many. 
A substantia l number of associations were organized where there would 
be on the board of directors someone in the building material busi
ness or  someone in the abstrac t business or other types of business 
which have some relationship, let ’s say, to the operat ion of the 
association.

Mr. Moss. Has there  ever been any recommendation tha t the Board, 
by rule, or regulation, prohibit such person, unless they first divest 
themselves of the ir other holdings—those holdings which could raise 
this question of conflict ?

Mr. Wyman. I couldn’t answer tha t question.
Mr. Moss. Have you made such regulations ?
Mr. Wyman. I have not part icipa ted directly in the charter ing.
Mr. Moss. But  have you made to the Board a recommendation tha t 

they specifically ac t to prevent these types  of persons f rom becoming 
directors of new associations, where they have a clear opportuni ty to 
clear this up?

Mr. Wyman. No, I  don’t th ink I  have made any such recommenda
tion as that.

Mr. Moss. How does the Board speak on policy? Unde r the law 
itself, how does the  Board state a policy? The Board is composed of 
three men. How does it act to  express a consensus, to state a policy, 
giving clear notice to any and all who are interested, tha t t ha t is now 
the Board’s policy?

Mr. Wyman. Well, of course, they can do tha t by regulation,  they 
can do it by policy statement.

Mr. Moss. How is that  statement recorded ?
Mr. Wyman. Well, the issuance of a policy statement by the Board, 

I would assume, would certainly  be a ma tter of record in the B oard ’s 
minutes.

Any broad, general statement o f policy would be a matter of record. 
Another way, of course, tha t policy is developed is by the Board’s 
actions on specific cases.

Mr. Moss. But these actions are frequently very contradictory in 
specific cases. I f  we take a case-by-case approach, not only do we 
find they are contradic tory from the Board itself, b ut I  can well docu
ment t ha t they are contrad ictory from your own shop. This  causes 
me very grave concern—the fact tha t one institution is regulated 
far  more harshly than another. The thing tha t causes sharp super
visory comment in one instance brings forth nothing in another in
stance. I say we can document these—and I assure you, sir, we can 
document them.

Now if the Boa rd’s policymaking leads to th at type of contradic tory 
action, if  i ts guidance to you is so informal—and it is in formal when 
it isn’t by rule and regulation—that it leads to contradictory actions
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by your own shop, how are these people assured of any equality of treatment?
Mr. Wyman. Well, I of course wouldn’t concede, Mr. Chairman, there has been any material inequality of treatment. There are no two cases th at are exactly alike, where the circumstances or  facts of the case and the actions by the association, its practices, are an exact carbon copy of any other. You don’t have it that  way.
Mr. Moss. Tha t would be almost the same fact, if we decided tha t the enforcement of traffic laws out here on the city street—it is very difficult to find precise carbon copies.
Mr. Wyman. Well, th at is cer tainly true in this work, because you just don’t have a carbon copy set of facts.
Mr. Moss. Well, I have under study at the moment, afte r many months of research by the staff of this committee, the question of whether or not I am going to hold an additional series of hearings on a number of other cases where I thin k this very contradictory policy can be clearly developed on the record of this committee. As I say, this causes me concern. But  I  st ill haven’t found out how the Board spells out a policy.
Now one time, you recall, I  raised a hypothetical question with you concerning myself—if T should suddenly be appointed, and I assured you I had no desire to be, as a member of the Bank Board. Where would I  de termine the policies? Where would I  go to find out what the Board’s policies had been? And I think  we concluded tha t you ■were about the only source I could consult to determine, to familiarize myself with those policies.
Mr. Wyman. I don’t believe that  is quite fully answered, Mr. Chai rman, i f I may say so. I think the Board has a  mind of its own.Mr. Moss. It  changes all of the time, though.
Mr. Wyman. The Board makes the policy. I don’t believe it can be established that I  make policy.
Mr. Moss. Do we have compilation of Board policies any place ?Mr. Wyman. Well, I  don’t know in what sense you mean, a catalog or an index-----
Mr. Moss. An indexed policy, file, or  source, book, or guideline of any kind. Is there any place I  could go to  find out what the policies the Board were on the matte r, we will say, of insurance writing in institutions?
Mr. W yman. Yes. There is no secret about that.  I believe every association, certainly every Federal savings and loan association, has been supplied with the Boa rd’s policies with respect to tha t matter.Mr. Moss. When was i t adopted ?
Mr. Wyman. Not once but two or three times.
Mr. Moss. When was the policy adopted ?
Mr. Wyman. Oh, the policy was first adopted by the Board, it will appea r in the minutes as some time back in 1937.
Mr. Moss. What does it  say ?
Mr. Wyman. And I  don’t have that . It  is a minute entrv, Mr. Chairman. I don’t have it.
Mr. Moss. It  is a minute entry.
Mr. Wyman. But, the  question came up. Then at some later date, and I cannot give you the dates; I do not have them, but a general lett er or memorandum or statement went out to the supervisory agents
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of the Board and through them to the associations with respect to 
tha t matter  and it was to the effect that  the direc tors, the management,  
had a duty to protect the association’s interests.

Mr. Moss. I am talk ing about who writes insurance.
Mr. Wyman. I didn’t understand you.
Mr. Moss. Does the Board spell out a policy on who can write 

insurance ? Does it specifically state that  an association may not write 
it or tha t a firm controlled by an officer of an association may not 
write it  ?

Mr. Wyman. Well, I  believe the opinion and rulin g has been tha t 
the Federa l Association does not itself have the power to engage in 
the insurance business.

Mr. Moss. All right . Is there a prohibition agains t a director of a 
Federal association writin g insurance?

Mr. Wyman. No, sir.
Mr. Moss. Is there a policy ?
Mr. Wyman. No policy with respect to that matt er as such.
Mr. Moss. Yet you regard this as rath er a serious example of 

conflict, where an association, through  one of i ts officers, or an officer 
of an association, engages in the writ ing of a substantial portion of 
the insurance covering loans made by the associations ?

Mr. Wyman. That is only a part  of it.
Mr. Moss. Ju st s tick with this  par t.
Mr. Wyman. That is only a pa rt of it.
Mr. Moss. This is jus t the part I want to stick with, because I 

think it is important.  You have a policy on it, don’t you, Mr. 
Wyman?

Mr. W yman. Well, my policy on it  is no different from tha t which 
has been enunciated on several occasions by the Board itself.

Mr. Moss. How enunciated?
Mr. Wyman. By letter , communication, that went to our super

visory agents, with instructions to advise the associations in thei r 
respective Federa l home loan bank districts. They all know what it 
is, there is no secret about it.

Mr. Moss. Wh at is it?
Mr. Wyman. I t is to the effect tha t subject to the duty  of the 

directors and officers to protec t the association’s interests, in the 
matter of adequate hazard insurance, that beyond th at the borrowers 
should have reasonable freedom of choice in the selection of insurance.

Mr. Moss. Wh at is “reasonable freedom” ? Has  the Board a policy 
on that?

Mr. Wyman. Well, the Board has not defined those words.
Mr. Moss. Have  you defined them, Mr. Wyman ?
Mr. W yman. Well, our evaluation of it has been to the effect tha t 

a borrower, subject to tha t duty o f the d irectors and management— —
Mr. Moss. We will agree tha t the directors must see that  there  is 

hazard  insurance.
Mr. Wyman. I am trying to answer your question, that  the bor

rower should have the right to choose his  own insurance agent pro 
vided he doesn’t come up with someone who in the considered jud g
ment of the directors of the institution  is not a responsible, reliable 
person or agent.
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Mr. Moss. Let ’s take this  question of reasonable choice. If  the  in
stitu tion approves a lis t of 15 agents in a community, would tha t af 
ford the borrower a reasonable choice ?

Mr. Wyman. I t might or it might not.
Mr. Moss. Would a list of three  afford him a reasonable choice?
Mr. Wyman. Well, I would have  to give the same answer to that. 

It  would depend on the number of agents in the town, the size of 
the town, community, and a lot of factors. I can’t categorically 
answer a question like that  “ Yes” or “No.” You can apprecia te that, I am sure.

Mr. Moss. But if I am a directo r of an institution, and I want to 
be at all times in complete compliance with the  policies of the Federa l 
Home Loan Bank Board, what guideline do I have ?

Mr. Wyman. Well, I think  the guideline with respect to the m atter 
of insurance was very well stated, I think  it is a policy tha t is known 
to Federa l savings and loan associations and has been known to them 
for many, many years all over the country.

Mr. Moss. Now, Mr. Wyman, you know and I know tha t in many, 
many Federal savings and loan associations you have at best a re
stricted opportunity for the purchase of insurance. They frequently 
have lists and you have to take from the  list, don’t you ?

Air. Wyman. Tha t is not an uncommon practice.
Mr. Moss. It  is not an uncommon practice.
At what point do I  get slapped on the wrists, as a manager of an 

association, for  being too restr ictive, if there are no guidelines?
Mr. Wyman. Well, there were evidences here in this case of co

ercion. The insurance business was only one segment, one p art  of it. 
There was evidence here of continuous—Home Owners’ Co. Asso
ciation, West Lumber Co. Association, involving insurance and var i
ous kinds of traffic, and we endeavored to look at this matter in 
context and not in minute particles.

Mr. Moss. Let’s take a look at coercion.
Coercive action is something we all frown upon. If  I  buy a house 

and I seek a loan and there is one inst itution able to make the loan, 
then it is in a position to be very coercive with me, isn’t it ?

Mr. Wyman. It  would be in a monopolistic position somewhat, 
let’s sav.

Mr. Moss. If  there were 10 able and willing to make the loan, co
ercion would be verv difficult on the part of any one of them, wouldn’t it?

Mr. Wyman. Well, it would be certainly far  more difficult than 
it would be if you had only one institution.

Mr. Moss. IIow many institut ions do we have in Atlanta ?
Mr. Wyman. I can’t answer th at question offhand. I would make 

a quick guess at it as 8 or 10.
Mr. Moss. Federa l?
Mr. Wyman. Plus or minus.
Mr. Moss. Eig ht or ten Federal ?
Mr. Wyman. I believe they are all Federal.
Mr. Moss. And how many banks that  make home loans ?
Mr. Wyman. I  can’t answer that.
Mr. Moss. How many mortgage bankers representing insurance 

companies tha t make home loans? There is almost an unrestric ted



STUDY OF THE FEDERAL HO ME LOAN BAN K BOARD 123

competition within Atla nta for the man who wants to borrow money 
to finance a home, isn’t there?

Mr. Wyman. I think it is pretty well supplied with lending 
institutions , there is no doubt about that , but I don't know of any 
other association there  t ha t has told borrowers, “You ei ther get your 
insurance here or go somewhere else and get your loan.” I don't 
know of any other Federal savings and loan in Atlanta  which has done 
that.

Air. AIoss. All righ t. Do we have it as an established fact tha t 
tha t happened in th is case ?

Air. Wyman. AVell, according to the lette r t ha t was written  by the  
officers of the association—and I cannot give the date of this—but it 
was to the effect tha t if they were dissatisfied, they  could go some
where else and get the ir loans. And th at was recorded in the minutes 
of the direc tors’ meeting.

Air. AIoss. Tha t was in 1952 ?
Air. Wyman. Yes. Now th a t-----
Air. AIoss. Supervisory action here was-----
Air. Wyman. There was a rather  considerable amount of superv i

sory comment and supervisory recommendation.
Air. AIoss. Let ’s take that. In  1952 the Division of Supervision 

regarded this as an improper practice, an undesirable practice?
Air. Wyman. Yes, sir, that  is correct.
Air. AIoss. Has the Division of Supervision requested of the Bank 

Board and has the Bank Board responded by formulating  a policy 
saying tha t this undesirable practice must stop not only at Fir st Fed
eral of Atlanta, but in all federally chartered institutions?

Air. Wyman. Well, I recommended to the Board, I believe in 1951, 
tha t—I would have to get the record on this-----

Air. AIoss. That is all right, you recommended-----
Air. W yman. I recommended to the Board tha t the regulations be 

amended along lines tha t would be somewhat comparable to the pro 
visions in the New York  Savings Bank statute,  with respect to refus
ing to gran t a loan because materials  or services, which would include 
insurance, was not obtained from a part icular person or source, and 
with respect to requir ing that  it be obtained from a par ticu lar person 
or source. That matter was discussed at one or two meetings of 
the Federa l home loan bank presidents. I am trus ting  here, Air. 
Chairman, to my best recollection at the moment. I cannot give you 
specific dates. And the net result of it was tha t the Board dete r
mined to re-enunciate the policy by sending a communication, res tat
ing the policy which I indicated to you a few minutes ago.

Air. AIoss. The policy of reasonable opportunity  ?
Air. Wyman. The result was not to produce a regulation.
Air. AIoss. Then the Board disavowed your policy recommendation ? 

It  did not adopt rules or regulations,  it  disavowed your  policy recom
mendation ?

Air. Wyman. No, sir, that is not correct.
Air. AIoss. It  is correct.
Air. Wyman. No, the Board determined to reenunciate the policy 

which had been in effect.
Air. AIoss. But that is no policy. We agree t ha t you can’t tell me 

what a reasonable standard is there.
7489 0— 62— pt. 3----- 9
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Mr. Wyman. I d idn’t agree with that.
Mr. Moss. All righ t, tell me what the reasonable standard is.
Mr. Wyman. I can’t define “reasonable” and I don’t believe anybody 

in this  room can define that  term. It  has to be construed in the light 
of specific circumstances.

Mr. Moss. On an individual case basis?
Mr. Wyman. On any matter you would name.
Mr. Moss. Now you mentioned a principle of law. If  I am going 

to be charged with violating  principles  of law, I think one of the 
oldest principles of law is tha t I have clear understanding of the 
hazard  I  encounter if I  don't observe the law. I think tha t is a princi
ple of law tha t goes far  deeper than the one you enunciate here. 
I think  I have the absolute righ t to know what the hazard is. And 
if we can’t agree on whether a list of 3 or  a list of 15 or a list of 
20 is reasonable, and we have to say to each institut ion that , “You 
are going to be judged on a very variable standard, the decision of 
our examiner, for example, his judgment ,” and you can take 15 exam
iners and give them the same problem and I will wager you come up 
with about 15 different answers.

Mr. Wyman. You can pick out any 15 people you might pick out 
and ask them what the te rm “reasonable” means with respect to par 
ticular matters and you would probably get 15 different answers.

Mr. Moss. Let’s get away from “reasonable.”
The question I  asked was whether it was an adequate opportunity 

for selecting my agent if I consulted a list of 3 or  15 or 20 agents, 
approved by the institu tion. And under your standard, tha t matter 
can’t be determined. It  becomes a matt er of very trans itory judg
ment.

Mr. Wyman. Well, the association in 1954—at the time of the exam
ination  in 1954—had no such list. Tha t examination, as I stated 
here, showed tha t about 98 percent of all of  the insurance on proper
ties securing loans made within tha t 23-month period covered by that  
examination were placed or written  through or by Home Owners 
Co.

Mr. Moss. Let ’s get on to this other matter that  troubles you.
Mr. W yman. There was not any part icular evidence of freedom of 

choice, reasonable or otherwise.
Mr. Moss. And there is no par ticu lar standard upon which I  can 

base a policy as to what constitutes seasonableness in this instance, 
and whether or not you agree with me I  think the record will show 
we are in very substantive agreement tha t there is no standard, tha t 
it becomes a matter of judgment  of the person who happens to be 
examining the institution as to whether there has been a reasonable 
freedom of choice to select an agent. I am perfectly content to  stand 
on the record as it is at the moment in reaching tha t conclusion. 
I th ink the record will amply support me.

Now’, le t’s go to this statement on page 23, the bottom of the page, 
continuing  at the top of page 24, and this is tha t well-established 
rule in law. I am not going to challenge your rule in law, but I am 
going to examine the practice as the Board  applies it.

Now, if  I  am a lumber dealer in a community, and I  join with some 
of my fellow’ citizens in organizing, for the purpose of securing a 
Federal char ter for  a savings and loan association, and I make no
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secret of the fact tha t I am a lumber dealer, and I probably make no 
secret of the fact tha t I hope somehow to benefit from my association 
with these other citizens in securing this charter, and we apply to 
the Board and the Board gran ts the charte r, and in the grantin g of 
the charter it does not say to  me, “Mr. Moss, you shall not sell lumber 
to anyone borrowing from the association once i t becomes operative,” 
then does that rule apply  to me, Mr. Wyman?

Mr. Wyman. Tha t is a pret ty long question, Mr. Chairman.
Mr. Moss. Think  it over. We can have the reporter read it back.
Mr. W yman. I am not  sure T get the question clearly. 
tThe  reporter read the  question.)
Mr. W yman. Yes, sir.
Mr. Moss. It  does?
Mr. W yman. Yes, sir.
Mr. Moss. By what rule or regulation of the Board?
Mr. W yman. Not a rule or regulation of the Board. As I  under 

stand it, T have been advised by our attorneys, T believe the Board 
General Counsel testified on that mat ter before this subcommittee at 
one of the previous hearings-----

Mr. Moss. Unequivocal.
Mr. Wyman (cont inuing). Where he went into it with clarity , 

it seemed to me, and substantia lly the same as I have here. Certainly 
mv statement of the matt er is predicated  upon discussions with the 
General Counsel and members of the legal staff. But  the mere fact 
that  there isn’t a regulation that  precisely and explicitly prescribes 
every kind o f transaction that  might sometime or other occur-----

Mr. Moss. Can I  sell lumber to a borrower?
Mr. W yman (cont inuing). Does not make the rule fall. Certainly 

you can.
Mr. Moss. How much lumber, and how many borrowers?
Air. Wyman. Well-----
Mr. Moss. Can T sell to 10 percent of them ?
Mr. Wyman. Well. T would think tha t would not be—ordina rily, 

certainly, it would not be.
Mr. Moss. At what point have I  developed a conflict of interest?
Mr. Wyman. But  i f borrowers make affidavits certifying tha t they 

are required-----
Mr. Moss. Disgruntled borrowers can make affidavits, can’t they, 

Mr. Wyman ?
Mr. Wyman. If  they make affidavits, for example, certify ing that 

they are required to purchase thei r building materials  from a cer tain 
source, I  don’t think it would make any difference whether it was 10 
percent or  5 percent  or 25 percent. I think the ru le would apply.

Mr. Moss. If  it is a rule, it applies. Where does it apply, at what  
point have I  v iolated your ru le ? At 10 percent-----

Air. Wyman. I can’t answer th at question.
Mr. Moss (cont inuing). Or 50 percent?
Air. AVyman. Hypothetically , I can only answer that  question in 

the light  of the specific facts, specific transactions,  and I  cannot answer 
it in terms of a hypothesis or speculation.

Air. AIoss. Now you have answered it in terms of a hypothesis or 
speculation, as far as I  am concerned, because you have raised it in 
numerous associations: in numerous associations you have raised this
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question and in all of your years of experience, you have had to deter
mine at some point this becomes a matte r of concern to you. At 
some point it does.

Mr. Wyman. That is always true. It  always will be true.
Mr. Moss. Is it at the same point in all associations?
Mr. Wyman. I can’t possibly ever e liminate judgment from super

vision.
Mr. Moss. Is it at the same point in all associations? Charge a 

man with violation of a fiduciary relationship with an institution, with 
a breach of trust , a breaking of faith , with the people of his com
munity, which is a serious charge, at what point is he guilty of that?
And is it the same in all associations? »

Mr. Wyman. It would have to be determined in the light of the 
facts reported  to us by the examiners, in each individual case.

Mr. Moss. Then, Mr. Wyman, it is not the same for all associations.
Mr. Wyman. Well, the facts and the circumstances are not the same.
Mr. Moss. Now, the fact of whether I am selling lumber to  10 per

cent of the borrowers, or 10 percent of the dollar value of the loans 
taken out, that  is a fact. The fact tha t I am selling lumber to 50 
percent or to 60 percent, tha t is a fact. But it is not a fact, as it 
relates to supervision. One man could sell it to 30 percent of the 
borrowers and not be subject to this criticism, and ano ther man might 
be subject to it for selling to 10 percent. Is tha t your story?

Mr. Wyman. Well, if we had, as I  said, affidavits from borrowers 
certi fying  tha t they were required to buy building materials  or in
surance, whatever it might be, from a par ticu lar source or p articu lar 
concern, we certainly would object to it.

Mr. Moss. All right. Are you going to take the affidavit on its face 
as being valid?

Mr. W yman. Not necessarily so.
Mr. Moss. Are you going to do it at all, as being valid ?
Mr. W yman. I couldn’t answer that yes or no.
Mr. Moss. Why can’t you? You know, as a Member of Con

gress—
Mr. Wyman. I think  we would make inquiry.
Mr. Moss (cont inuing). I get many complaints and, believe it or 

not, even in the case of the Ilome Loan Bank Board, this committee 
has expended many thousands of dollars to sift through charges, 
affidavits, if you please. We did not accept them as being valid.
And a great many of them were not. Quite a number were, in our 
judgment. But our investigation  to determine validi ty has been far 
more exhaustive than  yours, far  more exhaustive.

Wha t investigation did you make of the three affidavits in this 
instance?

Mr. Wyman. Those affidavits were furnished to us as part  of the 
examination report.

Mr. Moss. You had six affidavits to the contrary.
Mr. Wyman. One o f them—I didn’t see any affidavits to  the con

trary, myself.
Mr. Moss. You were aware of their existence ?
Mr. Wyman. No, sir, I do not know of it.
Mr. Moss. You received a transc ript of interviews ?
Mr. Wyman. I saw the  transcrip t of interviews.
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Mr. Moss. You didn 't ask that affidavits be sought, did you ? 1 ou
didn’t say, “We have gotten three affidavits here from substantia l bor
rowers of this inst itution; therefore, you, Mr. Examiner, go out and 
get affidavits from a dozen of the largest  borrowers of this inst itu
tion and let’s find out what the practices are.” You took the three 
affidavits and said these people are violating this very difficult to define 
rule, because you used them as the basis for charg ing conflict. 'f ou 
even used them as the basis for arriving  at the conclusion that they 
were affiliates of Fir st Federal , and by no rule of law, reason, or other
wise, can you characterize these as affiliates of this institu tion. I hey 
were not affiliates a t all. And I think your counsel would be forced 
to agree that they were not affiliates.

Mr. Wyman. Well, 1 am well aware of that , Mr. Chairman.
Mr. Moss. But you used the term “affiliates".
Mr. Wyman. 1 testified on that , as to the sense in which I used the  

term. I have explained it at length. And I have not used it in any 
other sense than for  purposes of abbreviation. Now, I have made 
tha t as clear as I  know how to make it in my  statement here. Tha t 
was my concept of it then and now.

Mr. Moss. They are not affiliates, are they ?
Mr. W yman. Not in the sense of  any definition in our regulat ions 

or statute, no.
Mr. Moss. Are they by any definition in any dictionary ?
Mr. Wyman. I don’t know. We have an operation here where the 

same guys wear three hats  and I don't know whether they are affiliates 
or not.

Mr. Moss. Do you have rules or regulations tha t prevent them ?
Mr. Wyman. Over here they are the Home Owners Co. and here 

the lumber company and here the association.
Mr. Moss. In how many institutions does this occur?
Mr. Wyman. Comparatively few.
Mr. Moss. Don’t tell me that.
Mr. Wyman. In  the savings and loan business, in the Federal sav

ings and loan system, to any such degree as has been in evidence here.
Mr. Moss. If  you want to make tha t statement that in very few 

associations will you find an officer or a di rector who has an interest 
in an insurance company, a title  company, a real estate agency, o r a 
lumber company, and you want to leave th at on the record, then I am 
going to have to ask you and the Board to undertake a very exhaus
tive and I thin k somewhat costly survey, because that is not a factual  
statement, and no one knows it bette r than you.

Mr. Wyman. I d idn’t use the word “or” in tha t statement.
Mr. Moss. It  is not a factual  statement.
Mr. Wyman. I didn’t use the word “or” in tha t statement.
Mr. Moss. You will find it  in a ma jority  of your institut ions.
Mr. Wyman. Wha t I said was here is an operation where the 

principals are wearing three hats.
Mr. Moss. All right . I said tha t occurs in a grea t many of the 

institut ions under your supervision.
Mr. Wyman. It  occurs in some of them.
Mr. Moss. It  occurs in a great many of them.
Mr. Wyman. I don’t know how many, but it occurs in some of 

them, where some official or director will be in the  insurance business,
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another in the lumber business. But you seldom find an empire type 
of situation, let’s say.

Mr. Moss. Let me ask you th is question : When this man became an 
organizer of this institution, did he then wear the  same hats?

Mr. Wyman. From the test imony, apparent ly so.
Mr. Moss. All right . Tha t is the  th ing that troubles me. You go 

out and char ter them, you are aware of their relationships, of their 
diversified holdings, and not in any rule or regulation or condition 
of char ter do you say tha t this is improper. You condone it. And 
the Board, as a matter of policy, went out actively for many years 
and encouraged men in these very fields of  activity to take the lead
ership in organizing  associations. Now, if there is not a conflict of 
policy inherent there, then I am very, very stupid. You know they 
went out and got them to organize the associations.

Mr. Wyman. Yes, I  did some of i t myself. I organized a few from 
the ground  up.

Mr. Moss. And you got some lumber dealers and real estate people 
and insurance men.

Mr. Wyman. I see no conflict of policy there.
Mr. Moss. Id o.  Why not?
Mr. Wyman. It  depends on the conduct of the men.
Mr. Moss. Didn’t these same men frequently , underw rite the ex

penses of association and serve without compensation fo r years while 
they built i t into a healthy  institution ?

Mr. Wyman. Well, there was some of tha t; yes.
Mr. Moss. Quite a bit of it, wasn’t there ?
Mr. Wyman. I don’t know how much. To some extent.
Mr. Moss. What do you thin k they intended as thei r advantage?
Now, surely, if you expected they were totally  selfless, you were 

far  more naive than I  think you are.
I can’t conceive of a succession of boards so naive as to believe that 

was the case. Now if it is wrong, and you know frequently, Mr. 
Wyman, on basic policy here you and I aren 't as fa r apar t as we 
appear to be. The difference is tha t I want these things  by law, by 
rule, by regulation.

With all of your wisdom and good intention, I don’t think  you are 
the one who should make such broad judgments applied on such an 
individual  basis, with such fragmentary  guidance, making such serious 
charges against men who, in their communities, have ar rived at posi
tion of leadership. Tha t is our fundamental  difference here.

Now if it  is wrong, th at these relationships continue, then why isn't 
there a rule or regulation ? Why do you try to enforce a patte rn of 
conduct through supervision which is sanctioned daily through the 
grantin g of charters ?

Mr. W yman. Well, the g ran ting  of the charters gives no sanction to 
conduct.

Mr. Moss. It  sanctions relationships.
Mr. W yman. Conduct of directors and officers of the association, 

that  produce a violation of the fundamental rule I stated.
Mr. Moss. You can’t tell me where the violation occurs. You say 

it is all r ight for me to sell lumber and I know by your own actions of 
supervision that you are aware of fa irly substantial  insurance activities
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in some of these associations, tha t have not brough t forth supervisory 
comment.

So we must conclude tha t th at is all r ight , under certain conditions. 
And you know of the interest  of abstract or title  companies, and so 
we must assume th at  is all r igh t under certain conditions. You can't 
tell me where it is wrong.

Mr. Holifield. And escrow companies.
Mr. Moss. Yes, all of these related  activities. You can't tell me 

where it is wrong. You say you have got to look at the overall p icture 
of inst itution X, and then you will decide if  i t is wrong. But  I  don't 
want you to decide, because really the law created the B oard to decide 
the policy.

The Congress intended tha t the Board, by rule  or regulation, make 
these determinations. It  empowered the Board to adopt the rules 
and regulations. I t didn't empower you. You are an executor of 
policy, not a maker of policy. Th at is all you are. And tha t d isturbs 
me.

Now then, had any ru le or regulation been violated by Fi rst  Federal 
of Atlanta?

Mr. Wyman. That covers a great extended period of time.
Air. Moss. Well, dur ing the period of supervisory concern to us here, 

and encompassed within your testimony, was a rule or regulation 
violated by the management of F irs t Federa l of Atlanta?

Mr. Wyman. Well, I don’t recall th at these pa rticu lar matters con
cerning which I testified, tha t there has been any violation of any 
express regulation.

Mr. Moss. Let ’s get tha t straight,  because you are a great one to 
modify, very carefully, your statements. Rules and regulations are 
not expressed or implied, they are specific, are they not? You either  
have a rule or regulation or  you don’t have one.

Now, on these broad matters of policy, that  is a different field. 
But rules and regulations are pret ty exact, a ren't they? I am asking  
you about these types  of formal rules and regulations  of the Board.

Mr. W yman. Well, there are some of these loans to which I would 
certainly have questions in the light of the interpretation of the regu
lation as to appra isal and so on, as set out in Mr. McAllister's lette r.

Mr. Moss. Tha t wasn't interp retation of the regulation, it was an 
express desire on his part that  they pursue this activity ?

Mr. Wyman. An express desire on his part  that they pursue a sound 
practice.

Mr. Moss. He didn ’t demand they do it and he didn 't cite there was 
a rule or r egulat ion here involved. I am going to be very technical on 
this. I am talk ing about rules and regulations, where they were 
violated. They were not violated by disregarding  Mr. McAllister's  
letter, the fact that  he himself took cognizance of them.

Mr. W yman. I think that is correct. There have been some viola
tions with  respect to some other  matters.

Mr. Moss. What is the procedure, if there is a violation of rule or 
regulation, fo r the Bank Board to correct it?

Mr. Wyman. It  is called attention to the management.
Mr. Moss. No, a provision of the law tha t applies in the m atte r of 

a violation of a rule or regulation. Mr. Creighton, would you inform 
us what tha t is ?
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Mr. Creighton. The Board has broad power, where they violate a 
rule or regulation, to take action to give them notice of the violation, 
and then ask for the correction thereof.

Mr. Moss. Give them notice and an opportunity for a hearing?
Mr. C ’reighton. You give them a notice for opportunity for cor

rection and if the correction is not made, the Board can go into a hearing.
Mr. Moss. Now th at is specific, and tha t is statute,  not rule or regu

lation. If  a rule o r regulat ion is violated, you give notice. Did you 
give notice in this case ?

Mr. Wyman. As to the violations tha t we discovered ?
Mr. Moss. Rules and regulations.
Mr. Wyman. Tha t is what I am ta lking about. There was no no

tice given in the formal sense. It  was included in the supervisory 
letter, it was discussed with the management in a-----

Mr. Moss. Violation of rule  and regulation you are talking  about ?
Mr. Wyman. Tha t is right .
Mr. Moss. Where did you cite the violation of the rule or regulation ?
Mr. Wyman. They assured us they would correct it and as far  as 1 know, they did.
Mr. Moss. Where did they violate a rule  or regulation?
Mr. Wyman. Not in connection with this matter . But in connec

tion with some prio r matter, tha t I believe shows up in the 1954 
examination report. I don' t have the details of it, Mr. Chairman. 
It  had to do, I believe, with the apprais ing of real estate at  the t ime it 
was acquired. There was a requirement  in the regulation with respect 
to that . I would have to look back about this.

Mr. Moss. The subject of supervisory concern which led up to the 
removal—we will go into tha t a li ttle later—of an officer of the asso
ciation, there was no rule or regulation violated or no notice of such violation given ?

Mr. Wyman. Not at tha t time tha t I  know of.
Mr. Moss. Well, in the 1955-56, 1957-58, examination reports, the 

letters  from Supervision here, did not cite the violation of rules or regulations.
Mr. Wyman. I think tha t is correct, yes.
Mr. Moss. All right.
Mr. Wyman. There is no reference to it in the le tter of December 2, 

1957, as I recall it, no reference to any violation.
Mr. Moss. Now, you were given very clear notice in George West, 

Sr.'s, letter  of Jan uary 28, 1955, in his response to Mr. McAllister, 
tha t “We feel compelled to continue to  follow this association’s exist
ing process until  and unless the law is changed.” Tha t was very clear notice.

Mr. Wyman. Tha t is correct.
Mr. Moss. Now, at tha t point I think the Board should have 

adopted a rule  or regulation or it should have left this matter alone. 
There was no violation. After all, if I am a member of a board of 
one of these associations, I am entitled  to be regulated precisely as 
my  neighbor is regulated, precisely as my competition is regulated. 
I have every right to tha t type of regulation.  And when I finally 
have been advised as to what you would like me to do, and you are
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without any legal means of compelling me to do it  and 1 say to you, 
“Mr. Wyman, 1 am not going to do what you want,” here is clear 
notice I am not going to do what you want and you should either use 
the power you have at tha t point to stop my policy, if you have the 
power, or you should leave me alone. I should not be subjected to 
continual harassment.

Were the six borrowers , with an aggrega te total of $12,600,000, or 
approximately a third of all construction loans made by the associa
tion, ever interviewed by you to determine if they had been coerced 
into giving  thei r affidavits ?

Mr. Wyman. No, sir. I didn’t know they gave any affidavits in 
the first place. All I  knew about was the testimony.

Mr. Moss. I point  out sir, tha t it seems to me, that  the impact of 
your comment here is to raise grave doubt as to the real validi ty of 
these statements by these six borrowers.

Mr. Wyman. Well, the association made its own selection of bor
rowers, we didn ’t. They raised the question with them, we didn’t. 
We knew nothing about it until  it was fa it accompli.

Mr. Moss. But you thin k they selected very carefully for the ir six, 
is that  righ t ?

Mr. Wyman. Well, it seems to me they would have been able to 
obtain a wider spread of borrowers, who were free of circumstances 
such as those to whom refunds were being made o r had been made, to 
obtain a release of the association from any claims tha t those borrow
ers might otherwise have on the ground  of usurious charges.

Mr. Moss. Now, this  matter of usurious charges, these were deter
mined u nder the laws of the State of Georgia, were they not.

Mr. W yman. Yes, sir.
Mr. Moss. You have—rather , as I understand it—rath er restrictive 

laws in Georgia on charges that can be made by a lender.
Mr. Wyman. I believe it is a contract rate  of 8 percent, as I recall it.
Mr. Moss. The three borrowers who filed suits against them, d id all 

three win their  cases?
Mr. Wyman. A refund was made to one of those borrowers. The 

only one I know about is Norwood Realty.
Mr. Moss. Were any other institu tions in Georgia sued for  this 

same thing?
Mr. Wyman. Th at I  don’t know.
Mr. Moss. Was the  practice discontinued ?
Mr. Wyman. I have no information to the contrary. I assume it 

was.
Mr. Moss. Now the fact th at—

* * * the  association fail ed to produce even one such cons truction-loan borrowe r 
to sta te that  he purchased most of his mater ials from a source othe r tha n West 
Lumber Co., did not convince us th at  the re was any basis for chang ing the  sub 
stance of the comment with respect to this matt er  in the let ter  of December 2, 
1957 -
are you inferring there had they brought forth an affidavit from a bo r
rower making such a statement, tha t you would have changed the 
comment ?

Mr. W yman. No, sir ; I am not infe rring anything. What page is 
tha t on ?

Mr. Moss. Page 7. What  was the comment in tha t 1957 lette r? I 
asked you what the comment was in that  letter.
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Mr. Wyman. Well, the comment appears as item 4 of the letter of 
December 2, 1957 from the supervisory agent to the board of directors. 
Would you like to have it read in to the record, sir?

Mr. Moss. I would.
Mr. Wyman (reading) :
4. Coercion of borrowers: Desp ite statements and assu rances by the  assoc ia

tion’s d irec tors and management furnished  in the la tte r pa rt  of 1954, fol lowing 
the March 19, 1954, exam ination, the subj ect report  contains  info rmation  fu r
nished  by borrowers, some in the form of affidavits, to the effect th at  persons 
connected with  the assoc iation a nd /o r rela ted ente rpri ses  (We st Lumber Co. and 
Home Owners Co.) have  requ ired , through  th re at  of stoppage of construction 
loan advances, that  they (the borrowers) : (a) purc hase building m ate ria ls from 
West Lumber Co., (6) obta in hazard  in suranc e from Home Owners Co., (c) per 
mit the la tte r to act as agent in the sale of houses constructed  with  assoc iation 
financing.

That, I believe, Mr. Chairman is the complete reference to that point 
in the 1957 letter.

Mr. Moss. And tha t was based on the affidavits received from three 
borrowers, is that  correct ?

Mr. W yman. Well, it was not, I believe, altogether that.  I believe 
our examiner had made a broad statement in his comments in the 
examination report which I believe was included in my testimony. 
That is referred  to in item f, on page 21 of my statement. The exam
iner in the report of examination of January 14, 1957, stated tha t— 
and I  quote it :

It  app ears that  West Lumber Co. supplies the vast ma jor ity  of the building  
mate ria ls for  cons truct ion financed through Fi rs t Federal.  Examiners were 
informed by several build ers th at  thi s is a requirement for securing fund s from 
thi s assoc iation—
and—

In  some instances, bui lder s sta te  they are  forced  to sell propertie s through 
Home Owners Co. and  that  if they try  to have  other rea lty  agents handle the ir 
sales, officers of Home Owners Co. thr eat en to have  construction  funds  stopped.

Now, tha t was a quotation from the examiner’s report  of Jan uary 14, 
1957. So it was not only the matter of the three affidavits but the 
matte r of his more inclusive and borader statement.

Mr. Moss. Well, it  is the basis for  supervisory action, for a charge.
Mr. Wyman. That I do not know.
Mr. Moss. Well, it  is the basis for supervisory action, for a charge 

We have already established th at this is not a violation of rule or regu- 
lat ion. Is tha t correct ?

Mr. Wyman. Tha t of itsel f; no. I know of no regulation violated.
Mr. Moss. We have already established there was no effort made 

then to go out and actually determine from all of the borrowers what 
the policy was. Three affidavits were supplied you. Were these the 
three people who had subsequently sued First  Federal?

Mr. Wyman. Yes, sir. Not only that, those three affidavits, but the 
examiner’s statement on the subject.

Mr. Moss. Well, he doesn’t say much more than  what that says. 
And he doesn’t in his statement, cite any more extensive documen
tation than is covered by the statements in the affidavits.

On page 9 of your statement, item No. 1, is the improper practice 
there referred to the “coercion” ?
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Mr. Wyman. Well, coercion would have been an improper prac 
tice.

Mr. Moss. Is tha t improper by rule or regulation ?
Mr. Wyman. Not by any regulation made by the Federal Home 

Loan Bank Board. . .
Mr. Moss. The fact  that there was a substant ial amount of insur

ance written on homes sold, in itself did not constitute  an improper  
practice ?

Mr. Wyman. Well, I wouldn’t say that  was true  in this case.
Mr. Moss. Well, is it true, generally?
Mr. Wyman. I wouldn’t say tha t is true  in this case. And I 

wouldn’t say tha t would be true in any substantially simila r case.
Mr. Moss. Any coercion—would it be improper ?
Mr. Wyman. Well, I think it would depend on the facts of the 

situation.
Mr. Moss. Well-----
Mr. Wyman. I thin k I would have to look back before I could 

answer tha t question. 1 wouldn' t undertake to answer a question 
of tha t sort hypothetically. I couldn’t, Mr. Chairman, do it in good 
faith and in all honesty, I couldn’t.

Mr. Moss. Well, again if I was an officer to keep in good with the 
Bank Board—how much effort could I make to sell insurance to bor
rowers from the insti tution  ?

Mr. Wyman. Well, I  think you can make all of the effort you want 
to, as long as i t is c lear and free  and open and borrowers are not sub
jected to pressures;  and they do, in fact, have free choice. I can say 
that , use those words, but what the reality  of the matt er is, in a 
specific situation, I could sit here from now unti l this time next year 
and guess a t it, and I would be no fur ther tha t I am now. 1 have 
to look at the facts  of the par ticu lar situation , before I can make 
any kind of evaluation.

Mr. Moss. Fac ts contained in affidavits from three persons who have 
litigation with the association, facts contained in the statements of 
six borrowers, substan tial borrowers, or the facts independently ar 
rived at by adequate additional sampling of borrowers of the 
institution ?

Mr. Wyman. Well, I would think  tha t, of course, those would 
be among the things  that  could be done to-----

Mr. Moss. Mr. Wyman, there is no evidence in this record or in 
the others we have had where this charge has been made—of the 
Bank Board  going out and in good faith seeking independently to 
sample borrowers of an institution to determine the more or less 
impartial facts, not those who have done a grea t amount of business, 
or those who are disgruntled, but just the average of the borrowers. 
No where do I find you have ever directed tha t th at kind of objective, 
careful probing to develop the facts upon which a judgment  should be 
based has ever been undertaken by you. You seem quick to accept 
evidence which to me is valueless. You did it in Clovis, you did it in 
Alice, you have done it here, and we have other cases where you have 
also done it. This I find a very serious omission in the procedures  
employed by you in supervision. It is a harshness, which I thin k is 
contra ry to and violative of every rule of sound and objective super
vision.
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On page 17. the second paragraph, where you state that  we discussed the substance of relationships.
Now, you have indicated you used the term “affiliate” as an abbreviated type of definition for a rela tionship  which in your opinion is improper. Is tha t correct? You don’t say it here. You told it to me orally a short while ago.
Mr. Wyman. Well, the  substance of relationships and transactions and practices tha t ordinarily led to a conflict between personal interests and performance of official duties by people who are in a fiduciary position.
Mr. Moss. Let ’s discuss the substance of the  re lationships. I don’t know how we can do it without  being definitive. But we will try. What is the substance which makes of such a relat ionship an improper relationship?
Mr. W yman. Well, the use bv a director of his position as a director to derive personal benefits or gains in ways which could adversely affect the association’s best interests, the failure to deal at arm’s length, which is a very difficult thing for  a person to  do; so that is the substance of it.
Mr. Moss. Let ’s take a look a t tha t now. And I am going to be hypothetical and I will expect to have your best cooperation in answering my questions, because they are important.
Let say I  am president of Fir st Federal  of Timbuktu, and I have just been elected to that office and I have an old and well-established building supply firm out here and I have a customer who is a very prominent builder in my community. He builds a lot of houses, develops a lot of land, and I say, “Joe,  how come you have never come over and visited us at Fi rst  Federal of Timbuktu and let us have a little of your business?” Have I  violated any relationship ?Mr. Wyman. Why, of course not.
Mr. Moss. In  other words, it is perfectly  all righ t for me to  use my outside connection to try  to develop business for  the association: hut, now if I have a borrower in the association, who is also a big builder and I  say to him, “Joe, you know I have a pre tty decent bu ilding supply firm over here : I would sure appreciate your giving me some of your business.” Is that improper ?
Mr. W yman. I think probably not, but  it would depend—I can go along so far. Mr. Chairman,  in dealing with a hypothetical situation. I am try ing  to be as responsive as I know how to be and can be. Probably not. I t might depend on factors  tha t don’t even occur in your own mind at the moment. I couldn’t say.
Mr. Moss. Let’s take a look at some of those factors. Do you think there are very many men who are so naive as to flagrant ly sav to a borrower “I  am croing to make th is loan to you only if you buy your lumber from me” ?
Mr. Wyman. He probab ly wouldn’t do it exactly that way.
Mr. Moss. If  the man is so desperate to do business with an institu tion, the mere hint tha t I  might pressure some business would ordinar ily suffice. I haven’t coerced him; have I ?
Mr. Wyman. Well, p robably not. That of itself, if that  is all that  is involved. I t would depend on other  factors.
Air. Moss. Th at is all it involves.
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Mr. W yman. I suppose if  th e asso ciation , however , was  ma kin g 
eno ugh  loans so th at  the proceeds of  th e loa ns  exceeded the  cost  to 
the b orrowe r of prod uc ing th e pr op er ty  an d th e b orrow er in tu rn  w as 
buying  lum ber fro m th is  concern------

Mr. Moss. Ju st  a  m inu te. We  are  in  a f ield th at I kno w som eth ing  
about an d let  me tel l you  I  am  no t persu aded  one io ta by the reci ta
tion fro m your  exam ine rs’ repo rts  as to how  much cash  these bor
row ers  h ad  per son ally inv ested in th ei r pro posed  tr ac t develop men ts, 
because I  wou ld say th at  you  hav e cit ed  typi ca l an d no t aty pica l 
cases. Th e g rea t major ity  of  these b ui lde rs do n' t inv est  a  lot of  th ei r 
do lla rs in thes e dev elopments. An d 1 know th ere is at  least one mem 
ber of  yo ur  Bo ard sufficient ly fa m ili ar  wi th  th is  type  o f opera tio n to 
know t ha t I  am tel lin g th e tr u th  and there is at  l eas t an othe r mem ber 
of  th is  com mit tee sufficient ly fam ili ar  with  it to  know 1 am te lli ng  
the trut h.  And  I am amazed at  you—a tte mpt ing to sup erv ise  these 
insti tu tio ns —not sufficiently  f am ili ar  w ith  th e facts o f l ife , in th is  day 
an d age, no t to recogn ize  that  I am also  tel lin g the tr uth .

You  know, as a m at te r of  f ac t, th at  very few of  th em, wh eth er t hey 
are dev elopin g a tr act or  bu ild ing an  ap ar tm en t house or  an ything  
else, have  ve ry many o f th ei r own do lla rs  in  it. And  i f you  are  g oin g 
to  use th at  as a bas is fo r cri tic ism , th en  y ou be tte r have a def init ive  
reg ula tio n, or  you  will  be able  t o go in to any  asso ciation  at  any  tim e 
an d sub jec t it  to  the sam e type  of  crit icism .

Now, you  know th a t is the trut h.  An d if  you  do n’t know’ it, the n 
you  keep  yo urse lf pre tty much alo of fro m the actua liti es.

Mr . W yman . Well , we are  no t alt og ethe r un inform ed  on th is  sub 
jec t, Mr.  Ch air ma n. Ho wever ------

Mr. Moss. I wo uld  hav e to be un inform ed  to  acc ept  these stat e
ments  you c ite in  yo ur  test imony here  as being very  per suasi ve  evidence. 
You  cite  the m in a man ne r to convey to  me the idea th at  th er e was 
som eth ing  ki nd  of  fu nn y go ing  on he re ; th is  ma n ha d only $18,000 
in th is big  deve lopment. Well, you know very w’ell th at is the  rou tin e 
and no t the  excep tion . An d th at  part  o f it  sh ould no t h ave  been cite d 
as being  in po int or  ma ter ial .

Mr.  W ym an . I t  is a pr et ty  th in  cushion , I  would  sa y ; a pr et ty  
th in  m arg in.

Mr.  Moss. Do you know’ very ma ny of  the m much thicker?
Mr. W yman . Yes , t he re  are.
Mr.  Moss. Th ere a re  a few.
Mr.  W yman . The re  are m any o f them.
Mr. Moss. Well , I  would  say  I  be t I  can  find as ma ny the  othe r 

way.  Wou ld you  wan t to make a wa ger on it?
Mr. W yman . Ge neral ly the bus ines s ha sn ’t gone  qui te th at fa r in 

the  di rec tio n of  no  equ ity  opera tions.
Mr. Moss. I have  seen some of  thes e boys  pu t toge ther  package s 

whe re the y ha d none of  th ei r money in it and  they are  recogn ized  
as being pr et ty  respon sib le an d able.  In  fact , it  tak es  a lo t of  ski ll 
to do t ha t. B ut you  know  it  h appens.  Not  only in F ir st  Fe de ra l of  
A tlan ta  b ut  i n F ir s t Fe de rals all  ove r t he  c ountry. Do n’t you ?

Mr.  W yman . No ; I  wo uld n’t go t hat  fa r,  M r. Ch airma n.
Mr. Moss.  Ho w fa r would you  go, Mr . Wym an ?
Mr. W ym an . We ll, I  th in k------
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Mr. Moss. Would you say it is very unusual tha t they only had 
this  much of their own cash in this?

M r. Wyman . We recogn i ze-----
Mr. Moss. My question is: Would you say it is unusual tha t they 

only have this much in deals of this size ?
Mr. Wyman. Well, I can’t answer tha t out of context of some of 

the opera tions of  th is institution, Mr. Chairman.
Mr. Moss. I am asking you that  in context with the general prob

lems of supervision.
Mr. Wyman. I cannot answer tha t question out of context with 

certain phases of the operation of this institution.
Mr. Moss. You will not deny the statement  ?
Mr. Wyman. Well, I wouldn’t-----
Mr. Moss. I am prepared, Mr. Wyman, if you want to challenge 

some of these things I am stating, I am prepared to give you the 
assignment of developing for the committee from a selected list of 
institutions, the actual facts. I think  it would be refresh ing to you 
and helpful to us. If  you want to deny it, we might  give you tha t 
opportunity. Tha t is not a th reat, that is a promise, because I  think  
this record should be accurate.

Mr. Wyman. Well, my testimony, or my response on the question 
wouldn’t be affected one way or the other by that , I can assure you. 
1 think, of course, there is a considerable amount of business, this type  
of business we are talking about, being conducted where there is com
paratively small equity on the part of borrowers. We recognize that 
and it is a matter of concern, frank ly, to us. But how far  you can 
go in an absolute equity operation is a matter , it seems to me, anyhow, 
of very vital concern, or  should be of very vital concern, not only to 
me. but to a lot of other people.

Mr. Moss. How is the best way to express this concern? By rule 
or regulation or policy letter, notice to the associations, or  by having 
each examiner vested with  the right to exercise an independent and, 
frankly, sir, having looked at some of the examiners, an uninformed 
judgment in some instances?

Mr. Wyman. Well-----
Mr. Moss. Should we leave it  to the examiners? Should we leave 

the determination as to whether this is sound or foolish to the ex
aminers?

Mr. W yman. No; they endeavor to report the facts on the matte r, 
that is, they ascertain them, the facts of the operation.

Mr. Moss. Where do we raise the flag on this ?
Mr. Wyman. We endeavor to analyze them and evaluate the facts 

as they are reported  to us by the examiners, and sometimes reports 
from the associations themselves, but most always relying largely on 
the examination report result ing from the visitorial examination by 
the Board’s examiner.

Of course, in the mat ter of the  no-equity operation and the $18,000 
figure or the $8,000 figure, whichever it is in the testimony here, we 
had to evaluate that  to some extent in terms o f the type of operation 
being conducted in the association.

Mr. Moss. Was this a safe operation ?
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Mr. Wyman. I am not too sure about that . When it came around to 
the examination in 1957, it doesn’t look like it was in a very good 
position.

Mr. Moss. How did it compare with o ther institutions?
Mr. Wyman. They had far  more real estate owned, a higher per

centage of delinquent loans.
Mr. Moss. Real estate owned, is that a sign of unsafe operation?
Mr. Wyman. That of itself was not so much the cause of concern 

as the things tha t were underlying. For example, loans being made 
in amounts which according to statements furnished, given to the ex
aminer by borrowers, were a hundred percent and even more of the 
cost to the borrower o f producing property which, of course, in a con
struction mortgage operation,  I mean, has to be produced. Now when 
tha t is evaluated,  and alongside that  the evidences of usurious charges, 
and purchases over requirements, prices, whatever word you want to 
use, that  materials be brought from the principal in the association, 
who is also the principal in the lumber company—you see the extent 
to which Home Owners Co., which was also a concern in which the 
principal was interested, we have the context out of which-----

Mr. Moss. Let’s take the usurious charges. You couldn’t deter
mine that they were usurious, could you ?

Mr. Wyman. No.
Mr. Moss. In fact it took an interp retation of Georgia law to make 

that determination, didn’t it?
Mr. W yman. Yes.
Mr. Moss. It  was only at tha t point you concluded they were 

usurious ?
Mr. Wyman. In  this par ticu lar case. Tha t would not always be 

the case, however.
Mr. Moss. In this case. This was a matter where the charge  could 

have been made to the borrower, in good faith and with the best of 
intentions and an interpreta tion of the law could upset it, is th at not 
right?

Mr. Wyman. It  could, yes.
Mr. Moss. Was there any evidence that there was an intent ?
Mr. W yman. I thought  the court so determined. I  don’t have that 

with me, bu t I thought the court determined tha t it was the intent to 
charge the rate and tha t it was done. Now I don’t recall for sure. 
That  is something the attorneys would have to dig up.

Mr. Moss. I think one of the litigants  sued for $200,000 and was 
awarded $14,000. So there was a difference of opinion there as to 
the natu re of the charges and the amount tha t was supposed to have 
been improperly charged.

Mr. Wyman. Well, the information I  have was to the effect that the 
amount of the usury—the aggregate amount of the usury was 
$14,910.94.

Mr. Moss. And the amount in dispute was $200,000? It  was a very 
large borrower. He borrowed about $4 million, $4.6 million. So 
there we had to interpret  the law of the State of Georgia, before it 
was determined whether there, was usury. So this was not until it 
was a mat ter of litiga tion, raised in your supervisory letters, or ap
paren tly questioned by your examiners, prio r to the filing of the 
suits.
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Mr. W yman. Oh, I  think tha t is correct. I think this turns on the 
question as to whether certain charges in addition to the interest rate 
as such were in fact interest within the meaning of the Georgia 
statute.

Mr. Moss. And those certain charges in other States were customary 
and not usurious ?

Mr. Wyman. I beg your pardon ?
Mr. Moss. Those certain charges made by Fir st Federal would 

have, in other States, been perfectly proper.
Mr. Wyman. Well, tha t I don’t know.
Mr. Moss. And I suppose they were reasonably competitive in that  

area at the time, or they wouldn't have gotten the business. You 
don’t get business unless you are competitive.

Mr. Wyman. Tha t I  wouldn’t know, I  wouldn’t be sure about that.
Mr. Moss. Well, sir, I can tell you t ha t having spent quite a bit of 

time in business, I have never found anyone anxious to come over and 
give me a dollar  i f they go t a better deal from my competition.

Mr. Wyman. Well, if in fa ct the association is making loans in ex
cess or equal to a hundred percent of the cost of producing the prop
erty—

Mr. Moss. I imagine that has happened before, too.
Mr. W yman. It  may be, but t ha t doesn 't make it sound or prudent.
Mr. Moss. I didn’t say it made it sound; I said it happened before.
Mr. Holifield. Mr. Chairman, I would like to ask the question: 

When you loan 80 percent of the appraised value of property, and 
there comes a slump in the  market , as sometimes occurs, and the equity 
goes down tha t is the  equity from the standpoint of selling price goes 
down, and the institu tion has to take over tha t proper ty, and then 
resell i t at a price lower than its original value at the time the loan 
was made, how do you prevent th at  occurring ?

Mr. Wyman. You can’t prevent it.
Mr. Holifield. So it depends on the situation. Now th is exami

nation, as I  understand, i t was in a period of time from 1955 to 1957, 
and th at was a slump—there was a slump in the real estate market at 
tha t time, was there not—in many areas of the country ? I know there 
was. We had the depression of 1958 and we had already begun to 
have the slowness of sales show up in 1956 and 1957, the slowness of 
sales had begun to show up and resulted in what we called a recession 
of 1958. So this was just pr ior  to tha t time, was it not ?

Mr. Wyman. Ju st  shortly, yes.
Mr. Holifield. It  is evident from looking a t the examiner’s state 

ment here tha t at this  point  of time they had a general reserve and 
undivided profits against net assets of about 7.3 percent and if the 
appraised loss on your own examiner’s repo rt is zero and the indi
cated loss is zero, and  as I go down, I  see t ha t the average return on 
their average rate of loans was 5.3 percent. That is certainly not 
usurious. And the rates of new loans run from 4.5 percent GI to 8 
percent, and I  notice a lis ting  of loans there th at runs 8 percent, 6 per
cent, 5.5 percent, 5 percent,  6.5 percent, 4.5 percent, 7 percent, and 
7.5 percent.
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Now, tha t was the new loans they were making at tha t time. But 
their  average rate  was 5.3. And their  init ial service charge was from 
zero to 1 percent.

Now, in looking at—they were paying  a dividend of 3.5 percent, 
while their  net opera ting income to invested capita l was 4.2 percent. 
So tha t certainly was a reasonable profit in the institution. They 
weren’t paying an exorb itant rate  of dividend, at 3.5, and they cer
tainly  weren’t earning thei r net opera ting income of 4.2 percent—I 
believe it is—either 2 or 3—it is kind of blurred here—showed the 
difference between 3.5 and 4.2,1 guess it is, or .7 of a percent profit.

So, considering the ir reservation they had accumulated there, which 
is above the 5 percent required by statute , their operation doesn’t look 
so bad when you look at  the statement, does it ?

Mr. Wyman. Perh aps not. I don’t have tha t document. But lis
tening to the figures you are reading.

Mr. Holifield. Yes, I am reading the figures off this.
Mr. W yman. But  getting back to the mat ter of the economic con

ditions and the possibilities tha t this association loans and real estate 
owned might have been, to some extent a result of that.

Now, strangely , the other associations in Atlanta didn’t have that 
kind of an experience at all.

Mr. Holifield. Were they in better  shape ?
Mr. Wyman. From  the standpoint of real estate owned and slow 

loans, yes, they were in far better shape. Fa r better shape. There 
is no comparison, really.

Mr. Holifield. Were they older institutions, larger?
Mr. Wyman. No. Some were larger, some smaller. As a matte r of 

fact two of them were smaller, and one of them was—two of them 
were larger.

Mr. Holifield. What about the reserve and undivided profit posi
tions?

Mr. Wyman. Reserve afte r undivided profits, talk ing about De
cember 31, 1957, which is the  closest I  have to  i t here, there was only 
one of them less than Fir st Federal of Atlanta. There were five of 
them all together. There were three of them—two of them where the 
reserve position was substan tially greater, the reserve ratio, and one 
of them tha t had exactly the  same reserve ratio.

Mr. Moss. I thin k i t would be helpful to identify the  document you 
are refe rring to and to supply us a copy of it for the record.

Mr. Wyman. There is no reason why not.
(The information follows:)
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Mr. Holifield. Most of the associations were the same and one 
was worse.

Mr. Wyman. From the standpoint of reserve ratio. From the 
standpoint of the slow loans, they were in far better shape.

Mr. H olifield. Percentagewise?
Mr. Wyman. As a percent of the total  mortgage balances. And 

tha t was true also as to real estate owned, December 31, 1957, they 
showed $2,109,000 and the next highest was $18,000 in real estate.

Mr. Holifield. How about estimated losses? Wha t is the com
parison of estimated losses?

Mr. Wyman. I don’t have tha t, because this is not taken from 
an examination report.

Mr. Holifield. Isn ’t it true over a period of time an institut ion 
will be better one year than the next—there is a variableness in their 
operation ?

Mr. Wyman. Tha t might be, probably  moved by economic pres
sures and circumstances, to some extent.

Mr. Moss. Now, you mentioned a couple of times this business of 
the fact tha t the loans exceeded the appraised value. On page 19 
of your statement you say—

With respect to these la tte r transa ctions the  aggregate of the associat ion’s 
first  mortgages  and the  second mortgages held by W est Lumber Co. exceeded the 
assoc iation’s own app raisal  of the underly ing secu rity-----

What difference does that  make? We are concerned here with the 
association’s loans as the ratio of appraised  value. Is that  rig ht?

Mr. Wyman. It  is all indicative, of course, of the no-equity type 
of financing.

Mr. Moss. Let me ask you: How do you find this information 
out? Do you require an institution  to secure from the borrower a 
statement as to secondary financing ?

Mr. Wyman. Our examiners produced tha t information, and I 
don’t know the specific processes by which they obtain it.

Mr. Moss. You certainly know whether or not it is a requirement 
of the Board that this informat ion be made available.

Mr. Wyman. I presume he obtained it from the association’s rec
ords, possibly some from public records.

Mr. Moss. How would you obtain it from public  records?
Mr. Wyman. The second mortgages, he might obtain from public 

records. I don’t know how he obtained it, as a ma tter of fact.
Mr. Moss. As a matter of fact, this is the  sort of informat ion that 

is not required to be maintained by an association.
Mr. Wyman. Well, the regulations provide and require a Federal 

association shall maintain a complete record of all business transacted 
by it.

Mr. Moss. By it?
Mr. W yman. Yes.
Mr. Moss. Well, they don’t transact  the second, so they are not 

required to keep a record of it, are they ?
Mr. Wyman. The second-mortgage business ?
Mr. Moss. That’s right.
Mr. Wyman. If  the association itself makes the  second of course, 

where it holds the first. Otherwise it would not be required to keep a 
record.
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Mr. Moss. That’s right. The association is required to maintain 
records of all loans made by it, period. It  doesn't have to make a 
record of the second under  the present rules and regulations, that  are 
made by other parties.

Mr. Wyman. Tha t is correct.
Mr. Moss. And I assume vou would have had to go to West Lumber 

Co. to get this information, because I don't know where else you would 
get it.

Mr. Wyman. I don 't know where the examiner got it, or how.
Mr. Moss. But it is really not pert inent to the association.
Mr. Wyman. I can throw no ligh t on that matt er at all.
Mr. Moss. If  it is not pe rtinen t to the association’s operation, or you 

would require it be maintained in the association records. The same 
thing we had over in Alice. It  is a matter  of interest to you, but not a 
matt er where you have a righ t to require it be produced under existing 
rules and regulations.

Mr. Wyman. Well, it might be true. It  should be required to main
tain it.

Mr. Moss. But they are not.
Mr. Wyman. They are not now, that’s right.
Mr. Moss. We will recess at this time and come back at 2 :30.
(Whereupon, at 12:45 p.m. the subcommittee recessed until 2:30 

p.m., the same day.)
afternoon session

Mr. Moss. The subcommittee will be in order.
Mr. ITolifield, do you have any questions ?
Mr. LIolifield. No, I have no questions.
Mr. Moss. Mr. Glick ?
Mr. Glick. Mr. Wyman, ear ly in the course of your testimony, this  

morning, you mentioned that  Board policy can be found, aside from 
the published rules and regulations, in the copies of Board minutes. 
Are these minutes published and d istribu ted in any form as a regular 
course of procedure within the Bank Board to the associations under 
its jurisdiction?

Mr. W yman. I don't know that the minutes are distribu ted to the 
associations. But any memorandum or statement of the characte r to 
which you are referr ing, as I  unders tand it, itself, I believe, without 
exception would carry the statement  tha t it has been approved or 
authorized by the Board. In such instance, I  am confident tha t the 
Board 's minutes will show the action taken by the Board on the matter.

Mr. Gljck. You are talk ing about—in a specific issue which is pre
sented to the Board in a given case; is that  correct, sir ?

Mr. W yman. Y\ ell, tha t might be in a specific case. It  would be 
applicable also to any general statements of policy that  are made by 
the Board.

Mr. Glick. Are these then published and di stribu ted to the in stitu 
tions under the jurisdiction of the Board ?

Mr. Wyman. Well, some of them are included in our Manual of 
Rules and Regulations as Board rulings. Some of them have not yet 
been included biit have been distributed  generally, however, in writ
ing to the associations over the country. The matter of including 
these in the Manual of Rules and Regulations, where we are dealing
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with a mat ter of general scope and applicability, is something tha t 
was inaugurated or reinsti tuted,  I would say, some 2 years ago ap
proximately. Again  I am trust ing  to my best recollection.

We have not yet gotten into that part icular form all of the items 
tha t perhaps should l)e included and which will be included as we are 
able to complete the job.

Mr. Glick. Do you mean, then, that  fo r a period of time the  Board 
would make policy statements and these were not publicized to the 
industry ?

Mr. W yman. Not of general scope and applicabi lity. Those were 
in some manner, in one manner or another, conveyed to the ins titu 
tions. Fo r example, I use this merely by way of illus tration, the 
matte r of accounting for unearned discounts on loans purchased. The 
Board took a certain  action on tha t and tha t was disseminated 
throughout  the country to associations, not only Federa l but to in
sured S tate associations as well.

Mr. Glick. This was in the form of a rule or regulation?
Mr. Wyman. I t was in the form of a memorandum, which was 

approved by our Board. And the examiners throughout the country  
were also instruc ted in the same way at the same time in the same 
manner.

Mr. Glick. Yes, but you just recently, a few moments ago, said 
this was sta rted  up again about 2 years ago. I then asked you, Should 
we understand from what you have said the fact tha t this  procedure 
was once again  undertaken, tha t there had been a period of time 
when rules and regulations were not being c irculated to the  industry?

Mr. Wyman. No, I didn’t mean-----
Mr. Glick. Or policy statements.
Mr. Wyman. I didn’t mean to convey tha t impression at all. In 

1949. as I recall it now, we reconstructed and recodified the rules and 
regulations, both for Federa l associations and insurance accounts. 
Prior to that time there had been included in the Manual of Rules 
and Regulations—it is a large book, not  the little  pamphlet—rulings, 
legal opinions of general scope and applicability made or approved 
by the Board. Now those pertained to many things which found 
their way into the regulations at the time they were overhauled and 
recodified in 1949. Those rulings, to which I refer now, and the 
legal opinions, had, as I  recall it, been published and were published 
in the  Federa l Register. When the regulations were overhauled and 
recodified, by virtue  of having incorporated into the regulations 
many of those things, that was for a period of time discontinued, 
tha t is, the publication of those rulings as such in the manual.

Then about 2 years ago, or it may have been 3—I can’t be posi
tive about it—2 to 3 years ago I recommended to the Board—I 
talked, I believe, with our General Counsel about it, and I recom
mended to the Board tha t the Board authorize us to reinstitu te that 
section of the Manual of Rules and Regulations which would carry  
Board rulings , some of  which grow out of legal opinions of general 
scope and applicability,  but which are thereupon, after approval by 
the Board, reduced so as to minimize the size of the record. And the 
Board authorized that.

Now we have in the manual in a section indexed as “Board  Rul ings,’’ 
both for Federal associations and for  insured institutions, the rulings
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which since the reinauguration of the practice have been so perfected 
and issued.

Now th at program has gone forward; not as fast as it should have, 
I recognize tha t, but it has gone forward nevertheless, and is going 
forward , and it is a very pract ical and effective and helpful and con
structive thin g to do, there is no doubt about that.  Our Board 
recognizes that.  All of us recognize it, and personally I would like 
to see it extended as p romptly as we can, sensibly, in the interest of 
giving everybody a clear statement of what the policy or procedure 
and the Board’s position is wi th respect to these various things.

Mr. H olifield. Mr. Chairman.
Is there distribut ion, Mr. W yman, of these rulings—policy memo

randums, I would call them. I don't know whether you call them 
tha t or not. Is there distribution to the  associations, or are they just 
compiled at headquarters?

Mr. Wyman. Well, those tha t are included in the manual go to 
every association. We service tha t manual ourselves, right out of 
my division, both for the Federal  and insured S tate associations. And 
they go directly to the associations. I won’t go into the mechanics. 
It  is an involved thing.

Mr. Holifield. You have answered my question. They are dis
tributed.

Mr. Wyman. Oh, yes.
Now to make myself clear, because I think there may have been 

some confusion here as to my answer a while ago, Mr. Click, not all 
of those statements, policy statements—sometimes they are legal rul 
ings as distinguished from policy as such—not all of them have gone 
into the manual as yet. But there are a number of them, those th at 
appea r to be certainly of greatest importance and urgency, that  have 
been distr ibuted  by memorandum form di rect to the institutions.

Mr. Glick. In the past 2 years ?
Mr. Wyman. Yes.
Mr. Glick. So then you had a lapse of 10 or 11 years from the 

time of recodification, or was there also distribution in tha t period 
of time of broad policy statements which the Board made and 
which-----

Mr. Wyman. Yes; there was some dist ribution . I don’t have the 
details on that. But I do know tha t there was distribution of certain 
legal rulings by the General Counsel and that was done afte r approval 
by the Board from the standpoint of any policy that  might be in
volved in it.

Mr. Moss. What is the effect, the legal effect of the policy state
ment by the Board ?

Mr. W yman. Well, t ha t is a question I  think  perhaps I should not 
undertake  to answer, Mr. Chairman.

Mr. Moss. How do you interpret the legal effect of a policy state
ment of the Board ? As the manager of an association, am I bound 
by it?

Mr. Wyman. Are you asking me the question ?
Mr. Moss. Yes. It  is a decision you have to make in supervision. 

If  I  do something th at is contrary to a policy statement of the Board, 
you are going to comment on it ?

Mr. Wyman. Yes, I th ink I  would ; certainly.



STUDY OF TH E FED ERAL HO ME LOAN BAN K BOARD 145

Mr. Moss. Am I bound by it?
Mr. Wyman. We would comment on it.
Mr. Moss. Am I bound by it  ?
Mr. W yman. Well, when it  comes to a matt er of the legal potency 

of the thing,  let ’s say, I  don’t th ink I am in a position to answer that.
Mr. Moss. When you use it as the basis fo r concluding that it  would 

be desirable to replace a director, as the basis fo r urging  a change in 
management, do you regard i t as something the association is supposed 
to observe and abide by ? Tha t is, this policy statement of the Board ?

Mr. Wyman. I think it would depend on what was involved. I 
think fa ilure to observe that  policy statement, if it  produced an unsafe 
or unsound operation , or if it resulted in practices which o rdina rily 
led to tha t kind of situation , I would certa inly think tha t the super
visor would be derelict in his duty if he didn’t endeavor to have the 
association mend its ways, assuming that  the policy is sound, and try 
to get the association to abide by the policy.

Mr. Moss. We must assume the policy is sound. The Board is al 
ways sound, is it not, Mr. Wyman, always safe and sound in its 
policies? Can we have any other  assumption? You certainly must 
assume, as a subordinate, tha t the Board ’s policies are always safe 
and sound, without exception.

Now I know you are bound by thei r policies.
Mr. Wyman. Well, I don’t know I would agree with your  comment 

on that, Mr. Chairman.
Mr. Moss. You wouldn’t want to tell me the Board has unsafe and 

unsound policies, would you ?
Mr. Wyman. No, I would not.
Mr. Moss. I didn’t think so.
Mr. Wyman. I would not do that.
Mr. Moss. Mr. Creighton, what is the legal effect of the Board 

policy statement?
Mr. Creighton. I th ink a Board policy statement is, of course, bind

ing upon Mr. W yman and everybody in the employment of the Board.
Mr. Moss. That is righ t.
And is it binding on me as officer of an association? Parenthet i

cally, I am not such an officer.
Mr. Creighton. With  respect to a Board policy which determined 

and pu t in a Board ru ling-----
Mr. Moss. Tha t is a rule or regulation , we know the effect of that.
Mr. Creighton. With a policy statement, if it is d istributed to all 

associations, and it says this is a  policy with respect to this type of 
operation, which the Board has adopted, and it is publicized and 
delivered to the associations, I  am inclined to think the associations 
are bound by tha t policy statement to  conform with it.

Mr. Moss. What does the law authorize the Board to do to effectuate 
its policies?

Mr. Creighton. It  authorizes it to issue rules and regulations.
Mr. Moss. Does it authorize it to do anyth ing else to effectuate 

policy? Administratively it has certain inherent righ ts to administer 
policy. But how does it adopt policy ? How does it speak on policy ?

Mr. Creighton. Ordinarily through a rule and regulation, I would 
say.

Mr. Moss. Ordinar ily ? Is there any o ther way ?
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Mr. Creighton. It  is 5(a) I th ink.
Mr. Moss. I have sat in many committees many times when we au

thorized boards and commissions to make rules and regulations, and 
I never recall us authorizing them to make policies, rules, and regu
lations.

Mr. H olifield. Does the act permi t you to send a supervisorv letter on policy?
Mr. Creighton. Well, I think the act provides maybe not in specific 

terms, Mr. Holifield-----
Mr. Holifield. You can have correspondence, I understand that. 

"V ou can say, fo r instance, “I t is our  policy tha t the Federa l Savings 
and Loan in Southern Cali fornia shall not charge—shall not pay over 
4.6 in dividends.”

Mr. Creighton. I don’t think an association is bound by that 
statement.

Mr. Holifield. Tha t is the point I  am getting  at. Then your policy 
becomes advisory, you m ight say—an advisory opinion of the Boaril 
as to how the institu tions should be run, the associations should be 
run. But  it does not have any other binding legal etfect because I 
happen to know that out in California  some o f the institutions are 
paying 4.7, or even 4.8, while others are paying 4.5. So while the 
policy might be 4.5 or 4.6, it has no legal effect upon those institutions  
that want to pay another point.

Mr. Creighton. No, sir, it does not.
Mr. H olifield. Now, doesn’t this kind of put you in a rather rid i

culous position ? Here is a Government supervisory agency. It  has 
a policy, but tha t policy can be flouted at will, unless the  person is 
afra id of harassment, of some kind of adminis trative harassment.

Tha t is about the only power you have, administrative harrassment 
on this type  of policy, isn’t it?

Mr. Creighton. It  is administrative action, yes. I mean we could 
try to persuade them that the Board thinks this  is a good policy to be 
followed.

Mr. Holifield. And you could say it is unsafe and unsound to 
pay 4.8 ?

Mr. Creighton. If  we say it is unsafe and unsound, then we have 
the authority to say it is unsafe and unsound.

Mr. Holifield. But tha t still is an opinion. You haven’t defined 
“unsafe and unsound” on any procedures. You have the right  to say 
it as an advisory opinion, but you do not have any righ t that  stems 
from a rule or regulation. Therefore you could not put into process 
the corrective macliinery provided in the act unless it was in a rule  or 
regulation.

Mr. Creighton. Well, Mr. Congressman, I disagree with you in 
that  respect.

Mr. Holifield. Doesn’t the act say if a rule or regulation-----
Mr. Moss. Let me read the act here.
Section 5 (a) :
* * * the Board is authorized, under such rules and regulations as it  may pre

scribe, to provide for the organization, incorporation, examination, operation, and 
regulation of associations to be known as “Federa l Savings and Loan Associa
tions.” and to issue charters therefore * * *.

It  is authorized under  the rules and regulations, this statute, and 
the rules and regulations-----
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Mr. Creighton. Turn  to 5(d) (1).
Mr. Moss (read ing) :
The Board shall have power to enforce this section-----
And what else?

and rules and regulations made hereunder. In the enforcement of any pro
vision of this section or rules and regulations  made hereunder, or any other 
law or regulation-----

Law or regula tion—not policy.
and in the admin istrat ion of conservatorships  and receiverships as provided 
in subsection (d) (2) hereof, the Board is authorized to act in its  own name and 
through its own attorneys.

The Board is authorized to do these things under i ts rules and regu
lations.

Mr. Creighton. And violation of any other law-----
Mr. Moss. Any other law. But  “law.” Policy is not law.
Mr. Creighton. I didn’t say it was. But the question of whether 

or not an  unsafe and unsound operation, where they have to be oper
ated in a safe and sound manner-----

Mr. Moss. There is no other law on unsafe and unsound tha t applies 
on federally chartered  savings and loan except this law.

Mr. Creighton. I disagree. I think the general law with respect 
to what constitutes unsafe and unsound operations has application 
here. The common law with respect to fiduciary-----

Mr. Moss. What common law ?
Mr. Creighton. I th ink the general law.
Mr. Moss. I didn’t know there was a common law fiduciary, on Fed 

eral activity.
Mr. Creighton. I said I thought the general law with respect to 

what constitutes safe and sound operations  or unsafe and unsound 
operations are applicable. If  we charge a man with unsafe and un
sound operations, if the facts show that these opera tions are-----

Mr. Moss. If  you charge him with that  under  general law, then you 
cite the general law tha t he is violating.

Mr. Creighton. I say this is an unsafe and unsound operation , 
and-----

Mr. Moss. Where is it defined in the general law ?
Mr. Creighton. I didn't  say i t was defined. I say many times you 

can't define explicitly  what constitutes unsafe and unsound operations. 
It depends on the facts with respect to that  situation.

Mr. Moss. I have gone back wi th members of the committee, many 
serving on Banking and Currency Committee for a great many years, 
and they didn 't seem to have the s lightest doubt as to what they wrote 
here.

Now I serve on the Inte rsta te and Foreign Commerce Committee, 
where we have jurisdict ion over practica lly every regulato ry agency 
excepting this one. We have the Securities and Exchange Commis
sion, the Federa l Communications Commission, the Inte rsta te Com
merce Commission, Federa l Trade Commission, Federal Communica
tions—we have the great mass of regulato ry law. We never have 
intended, when we vest these boards with the authority by rule and 
regulation, to recognize anyth ing but rule or regulation. We have 
great respect for government by law: definitively by law. And, hop-
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ing to give certain discretionary powers to these boards and commis
sions, we vest them with the authority  to make appropriate  rules and 
regulations. But we intend they make the rules and regulations.

Mr. C 'reighton. As I understand it, Mr. Chairman, you say in order 
for us to charge one with unsafe and unsound operations, there has to 
be a specific regulation or rule saying that this operation will be con
sidered unsafe and unsound.

Mr. Moss. I am not even making it that  narrow. I am saying— 
when you charge me with a breach of a fiduciary relationship, when 
you charge me with operat ing an affiliate, when you charge me with 
self-dealing, these things  are susceptible to rule and regulation, to 
definition by rule and regulat ion; and I say nowhere at any time have 
you so undertaken to define them.

Mr. Creighton. I agree with that , that  we haven't tried to define 
them in our regulations specifically.

Mr. Moss. You heard our examination th is morning?
Mr. Creighton. Yes, sir.
Mr. Moss. And you know, as I  do, when you come to this m atter of 

what constitutes self-dealing or conflict of interest in an officer of an 
association having insurance written through a business which he 
controls, all you have now is the judgment of an examiner as to 
whether tha t is right or wrong.

Mr. Creighton. Well, 1 have never maintained, and I  didn’t under
stand Mr. Wyman to maintain, that  the mere fact tha t the insurance 
was written through an agency in which the officers and directors of 
the association had an interest of itself constituted a conflict of 
interest.

Mr. Moss. But he said it might. As I  put the question, absent the 
element of coercion, would i t be, and lie said it might, I would have 
to look at the circumstances.

Mr. Creighton. It  depends on how you define coercion.
Mr. Moss. I think coercion is something we can agree on a defini

tion quickly.
Mr. Creighton. I  would say if there was a voluntary agreement 

entered into between you as a borrower, and me as a lender, if as 
an officer of the association, a lender, if this loan goes through , I 
will give you the insurance on this , now I think th ere you come into 
the possibility of a conflict of interest, and probably an absolute con
flict of interest, because I think you put  yourself in where you are 
trying to serve two masters, you are using the association for profit 
for your  benefit, deliberately.

Mr. Moss. Let’s take an example. Pr ior  to coming to Congress, 
I was a member of the firm of Moss & Moss, in Sacramento, an 
extremely well known real estate firm. If  I was an officer of the 
association, again I was not, but my presence there, acting  to approve 
a loan, could in itself be coercive.

Mr. Creighton. Your presence what ?
Mr. Moss. Because the borrower could recognize I had a very 

active interes t in wanting to sell houses, and maybe a sort of a 
clincher to gett ing h is loan, he migh t say, “John, if you go ahead and 
give me this money, I will be glad to list the houses wi th you” and 
I would say, “Of course t ha t is not necessary, not necessary at all.”

But he might think it was desirable at  least. Is he coerced ?
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Mr. Creighton. I wouldn’t say flatly in all instances tha t is coercion; 
no, sir.

Mr. Moss. But in some instances you would so regard it?
Mr. Creighton. I don’t know whether I would or not. I don’t 

know whether I could establish tha t as coercion or not. I would 
have to have facts which would establish there was some coercion 
or some intended, some agreement or arrangement or understanding 
between the people of tha t fact.

Mr. Moss. All right.  That has never been established in the case 
we have here.

Mr. Creighton. I am not discussing this partic ular  case, sir.
Mr. Moss. I am, though.
Mr. Creighton. I am just talking about what I consider to be 

a conflict of interest or violation of-----
Mr. Moss. Then you as General Counsel of the Board do not feel 

it is necessary or desirable to have these matters dealt with by regula
tion?

Mr. Creighton. I did  not say that.
Mr. Moss. Do you say to the contrary ?
Mr. Creighton. No, sir, I say everything it is possible for us to 

define, which will permit the members to know what the policy is 
and rules and regulations of the Board are, should be set down in 
the regulations.

Mr. Moss. Do you think the greatest substance of such advisory 
policy should be in rules and regulations or in these less formal policy 
determinat ions ?

Mr. Creighton. I think they should be in rules and regulations.
Mr. Moss. Where are they now ?
Mr. Creighton. I don’t say they were there now, sir.
Mr. Moss. What have you done as Chief  Counsel to bring about 

the promulgation of definitive rules and regulation ?
Mr. Creighton. I have suggested for a good number of years, since 

shortly afte r I came with  the agency, tha t there should be a commit
tee appointed for the purpose of going over all our rules and regula
tions and for the purpose of correcting those, adding to, correlating 
them, or doing every thing th at the  Board thought was necessary in or
der that  people could proper ly be informed as to their  rights. Now 
it never got otf the ground, it has been done piecemeal, from time 
to time, until presently they have a committee which has been ap
pointed, two or three committees, which are attem pting to do that  
very thing.

Mr. Moss. In the Office of the Chief Counsel, do you have any type 
of a compilation reflecting Board policies?

Mr. Creighton. I do not have the extracts of the minutes, but if 
the Board issues a policy statement or adopts a rule, I have that;  
yes, sir.

Mr. Moss. I know you have the rules and regulations. Remember 
we just  agreed—the mass of supervisory policy is not embodied in 
the regulations. But you as Chief Counsel have to deal with it and 
advise on it.

Do you have a compilation of Board policies?
Mr. Creighton. I would have serious doubts I do have, in any p ar

ticular file, of every policy statement tha t has been made.
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Mr. Moss. Do you know anyone tha t does have ?
Mr. Creighton. Not unless it is in the secretary’s office.
Mr. Moss. Have you ever had to consult such a policy position 

file?
Mr. Creighton. Well, I have made inquiries of whether or not 

the Board has issued any statement  with respect to a policy along a 
certain line or something of tha t sort. But I think it is all put in 
different minute files and it  is probably indexed under the subject 
matter , rather than a genera l policy.

Of course, there are some policy statements, Mr. Chairman, that  
are issued in the nature of an interp retation of a rule or regulation, 
which has been issued.

Mr. Moss. Those are issued by you.
Mr. Creighton. Well, when I am requested to issue them or give 

an opinion with respect to them. It  may be that the Board will it 
self have someone else prepare a memorandum as to the proper  in
terpreta tion of this rule and regulation.

Mr. Moss. You mean the Chief Counsel doesn’t do the interpreting  ?
Mr. Creighton. Wait a minute.
And then it probably comes to us for approval and we approve 

tha t statement and the  interpreta tion given.
Mr. Moss. Now where are all of these rulings filed ?
Are they compiled in any one document or one place ?
Mr. Creighton. No; they are filed under a subject, under the par 

ticular ru le and regulation involved.
Mr. Moss. You are talk ing about interpreting rules and regula

tions.
I think we also have to bear in mind here we are dealing with the 

interpreta tion of policy.
Mr. Creighton. I don’t know I have ever had to interpret any 

policy statements that  have been issued.
Mr. Holifield. Could I ask a question at this point, Mr. Chairman ?
Mr. Moss. Yes.
Mr. Holifield. There are  quite a number of speeches made by mem

bers of the Board, the Chairman of tlie Board, over the years, and even 
by the staff. Now when Mr. Wyman gets up and makes a speech to 
a group of associates, say Un ited Savings and Loan League, or when 
any of the members of  the Board get up and make a speech, or when 
the Chairman makes a speech to any group in the industry, they talk 
on *he matters of concern to the trade.

Now are all of those statements  considered policy statements? I 
will take out the word “all .” Is this a means of publicizing policy 
determinations of the Board or opinions of the individual ?

Mr. Creighton. I think they are a means of letting the industry  
know the think ing of the Board with respect to certain matters of 
interest to them.

Mr. H olifield. Now when that  information is given to a group, is 
that  a unanimous opinion of the three-man Board, or  is it an opinion 
of one member of that Board  ?

Mr. Creighton. Well, I can't tell how the Board, what procedure 
they have with respect to the clearance of  all speeches made by indi
viduals.
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I th in k th is,  Mr. Congressman, I  d on 't th ink th at  anybody at tempt s 
to police the speeches o r addresses m ade  by  th e indiv idua l Bo ard mem
bers.

Mr. H olifield. H ow about  th e sta ff ?
Mr. Creig hton. The staf f, any speech now th at  any member of  the  

staf f makes ha s to be re fe rre d to our inform at ion officer for  him  to see 
wh eth er or  no t an ything  is bein g sa id there which was co nt ra ry  to 
sta tem ents which  were made by the  B oa rd  or  members o f the  Bo ard in 
any  ad dre sse s they  hav e made.

Ma ny tim es a mem ber of  the Board , who is go ing  to make a ta lk , 
might  ask  me to go ove r it  and see wh eth er or  not  he is mak ing any  
sta tem ents there which I feel would be co nt ra ry  to the  lega l posit ion s 
which have been  tak en.

Mr.  H olifield . You see, we have to be very ca ref ul  on th is  po int , 
because if  you are  not  go ing  to run th is $80 bil lion bus ines s by rules 
and reg ula tio ns , if  you are  go ing  to run it by pol icy sta tem ents,  it is 
very  im po rtan t as to how those pol icy sta tem ents are  made an d who 
makes them an d how the  inform at ion conta ined in those pol icy  stat e
men ts is di sse minated  to th e people  affec ted.

Mr. Creight on. I th in k when you spe ak of  pol icy  sta teme nts  such 
as we have  been  di scussin g here, wh eth er the y are  rul ings  of  th e Bo ard , 
the y ge ne ral ly  resu lt in a resolu tion of  the Bo ard , wh ich  the Bo ard  
passe s a resolu tio n a nd  say s in  th at  reso lu tio n:

It  is hereby dete rmined th at  the  policy with  respec t to gra nti ng  of branches  
shall be passed upon these pa rti cu lar fa cto rs in  th at  parti cu lar  area .

An d th at  t he n is sent out to the sup erv iso ry age nt in th at  p ar ti cu la r 
are a an d dis sem ina ted  to  a ll of  th e mem bers  of th at  p ar ticu la r are a.

Now’ t hat  i s th e kind  o f p olic y sta teme nt  I  t hi nk  th at  M r. W ym an  is 
speak ing  of  an d which I  have been speakin g of. But  the stan da rd s 
the  Bo ard fixed by ru le an d regu latio ns  wi th respec t to  a ce rta in  
area, fo r c er ta in  t hin gs , t hat  is p ubl icized. I t  is no t p ut  i n a ru le  an d 
reg ula tio n, maybe , because it is no t of  general  ap pl icab ili ty  to  the  
Na tio n as  a w hole, b ut  only to  a par ticu la r area.

Mr. Glick . Mr . Creig hto n, you said th at  now these speeches  by the 
staff are review ed by yo ur  in form at ion officer. W as  t hi s a pro ced ure  
in the pa st  ?

Mr.  Creig hto n. I t  ha s been the pro ced ure  ev er s ince th is  C ha irm an  
came in. I  recommended sh or tly  af te r I  came to  th e Bo ard an d I 
was mak ing a ta lk , an d I  wa nte d the Bo ard mem bers  t o read  it,  t hey  
di dn ’t h ave time  to  re ad it,  to mak e some comm ents  on i t ; we ha d some 
discussions at  th a t tim e as to w’heth er  or  no t any ta lk  made by  any 
mem ber of  the sta ff sho uld  n ot  be cle are d wi th  the Bo ard or  someone 
designated  by the Bo ard , an d la te r on th a t was adop ted , ab ou t a 
year  ago

Mr. Glic k. P ri o r to  th is ye ar  ago or  2 years  ago, when members  
of the staf f, you  or  Mr.  W ym an  or  any one  else, wou ld ge t up  and 
make a speech, w hich w ould ca rry  w ith  i t sta tem ents ap pa re nt ly  e nu n
ciat ing Bo ard pol icy,  were  thes e subje ct to pr io r ap pr ov al  by  the  
Bo ard  ?

Mr. Creighton. I  don’t th in k there is any  ru le  or  re gu la tio n re 
qu iri ng  t h a t; no, sir.  I  am sur e there hav e been some ta lk s made by 
members  o f t he  staff  t hat  th e Bo ard did  not  h ave  kn owled ge of  be fore 
they w’ere made.
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Mr. McClellan. Mr. Creighton, you made a speech before the  an
nual convention, in 1957, of the U.S. Savings & Loan League. Is that 
correct ?

Mr. Creighton. Tha t is ri ght , sir. I made a speech before a cer
tain committee of tha t league.

Mr. McClellan. Now one o f those statements  you made in there is 
quoted here—I am reading from a memorandum of December 17, 
1957, to Norman Strunk, from Horace Russell, re speech of Thomas 
H. Cre ighton, a t annual convention, 1957, and Mr. Russell comments: 
“However, he says in the next para graph, ‘One so situated will not be 
permitted to derive any personal profit or advantage  by reason of his 
position.’ ”

Now you are talk ing about fiduciaries there. Mr. Russell says: 
“This is completely erroneous.”

Mr. Creighton. I think  from tha t speech I was quoting from a 
certain case, which I quoted in my speech, which was in quotes, from 
a court decision. I think  tha t generally is the rule, that  you can’t 
derive profit as such from the operations as an officer or  director of 
the association. Now there are all soils of shades of this fiduciary 
relationship and corporate opportuni ty and all of that , that  any gen
eral statements tha t you make, you could probably find an exception 
to tha t general statement with respect to the facts in a particular 
situation, Mr. McClellan.

Mr. McClellan. Well, Mr. Russell takes the position that:
The  who le te nor  o f th is  ad dre ss , an d p art ic u la rl y  th e  l a s t qu ot ed  wor ds  abo ve,  

are  ca lc ula te d  to  m ak e th e im pr es sion  th a t a sa vi ng s an d loan  d ir ec to r or  office r 
ca nno t pr op er ly  mak e an y pr of its  as a re su lt  of  his  po si tio n w ith  th e as so ci at io n 
in  co nn ec tio n w ith  it s bu sine ss , an d th is  is  no t true.

Mr. Creighton. I agree tha t is not true. He might make a profit 
from some transactions  in which the association was involved, in the 
sense he might be a lumber dealer and somebody might buy lumber 
from him out  of the  proceeds of a loan that was made to the borrower.

That statement is pret ty broad, I admit.
Mr. McClellan. Now-----
Mr. Creighton. I think you have to take the whole case, the cases 

I cited as a whole.
Mr. McClellan. Turning  to Mr. Wyman’s statement, page 23, that  

rule 1 at the bottom of the page; Air. Wyman, it says the re :
The  ru le  w hi ch  is  we ll es ta bl is he d in  law is th a t pe rson s wh o are  i n a fid uc iar y 

po si tio n sh ou ld  no t en ga ge  in  tr ansa cti ons which  ord in ar il y  le ad  to a confl ict  
be tw ee n pe rs on al  in te re st s an d th e  per fo rm an ce  of  offic ial du ty .

Now i f they ordinarily  lead to a conflict, why couldn’t those th at 
ordinarily lead to a conflict be prohibited bv regulation so you would 
have some certain ty here ?

Mr. W yman. Well, it would seem to me rath er ridiculous to write 
that, down into the regulations , al though I might be wrong about that, 
maybe it would not be. But if you are directing a question, if  your 
question means why could we not spell out precisely, explicitly, every 
sort of a transaction or relationship which could lead to tha t-----

Mr. Moss. Mr. Wyman, that  is not his question.
Mr. Wyman. Then I wouldn’t know how to do it.
Air. Moss. That isn’t his intent. With  you it  seems to be tha t there 

is nothing defined or that everyth ing must be defined in the most
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minute detail. Strangely, there is a middle road. You can even define 
and not define to exclusion of any other factor, you know. You can 
broadly define. You can generally define. You can specifically 
define. You can minutely define.

This question here, taking your statement—those practices which 
ordinarily lead to conflict. Now therefore you must have had in 
mind those practices which ordinarily. Now he didn 't say always 
led to conflict. But  those which ordinarily. Now those, the ques
tion was, why wouldn't it be advisable to define them ? He didn t ask 
you about your language.

Mr. Wyman. Insofa r as they can be identified, and insofar as-----
Mr. Moss. You have identified them, because they ordinarily  lead. 

You have them in mind.
Mr. Wyman. Inso far as they can be identified and insofar as it 

is feasible to put them in regulations, I think  it ought to be done. 
I don’t think we could ever hope to at any one time cover the entire 
gamut of possibilities in that area.

Mr. McClellan. Well now you say th at Mr. Johnson, as a lawyer, 
and I as a lawyer, things  tha t ordinarily  lead to conflict of interest, 
between personal interests and the performance of official duty. My 
problem here is how do you dis tinguish  between those th at ordina rily 
lead to conflict of interest, as between those and those tha t have a 
paralle l interest or complementary interest ? You allow’ some of these 
things to go on and others you don’t allow to go on. How’ do you 
draw tha t line?

You have got an open end here, the way this thing is.
Mr. W yman. Well, you unders tand tha t this is my understand ing 

of the essence of many court decisions over many years of time. This 
is my unders tanding from discussions w ith our attorneys, over General 
Counsel, and other  members of the legal staff, that  this is essentially 
the substance of the law’ as it has been reflected by court decisions.

Mr. Glick. Mr. Wyman—excuse me, Mr. Wyman, would you give 
us some examples of those cases which ordinarily lead to, using your 
terms, to a conflict between personal interests and the performance of 
official duty. Can you give us examples of instances where this  would 
be the case ?

Mr. W yman. I could give you examples. I don’t have them here, 
I don’t have them in sufficient detail to outline them, but I could give 
you examples of them, I could produce them.

Mr. Holifield. Wait  a minute now—no—you are the supervisory 
examiner. You have made a statement here. I want to know one 
case, one example, you must have them in your mind, you must  have 
a number o f them in your mind, give me one example now of a case 
which ordinarily leads to a conflict-of-interest situation.

Mr. Wyman. Well, I  believe one of the cases that has gone through 
the courts is the case in * * *, I  think t ha t case is a conflict-of-interest 
case.

Mr. Holifield. I don’t know’ about that.
Give me the case. Give me what was involved ?
Mr. Wyman. The case of the * * * Federa l Savings & Loan As

sociation of* * *.
Mr. Holifield. What did they do ?
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Mr. Wyman. I cannot recall all of the details of what happened 
now. One of the things  tha t happened was tha t the association 
entered into a contract to lease from a certain  corporation for a period 
of 20 years, I believe—and I am at a loss now for these details—a 
building to be constructed, which building had not been started  at 
the time, and paid to that  corporation the  sum of $300,000, as I recall 
it, as advance rental, which, however, was in substance not an advance 
rental at all, because it had no way to recapture. Then ultimately 
the association was about to pay out another $300,000 for the same 
purpose on the theory by doing so it would be in a position to recapture 
the first $300,000, and involved in tha t operation were certain officials 
and directors of the association, who were parties  at interest  in the 
corporation, and it was a very involved case. I can only give you the 
broadest outlines of it now because I  ius t don’t recall all of the  details of it.

Mr. Moss. Now, Mr. Wyman-----
Mr. W yman. But t ha t certainly was one instance.
Mr. Moss. If  that is meant to relate to your statement of ordinarily, 

then we can conclude th at ordin arily  the entering into an agreement 
for lease upon which an advance payment is made leads to a conflict 
of interest. Now the case you have cited is an unusual case, not an 
ordina ry instance. Your term here is those instances which ordinarily  lead; ordinarily lead; usually lead.

Looking at the circumstances, you can almost always conclude 
tha t the eventual outcome will be a conflict-of-interest case. Now 
that wasn’t the case in * * * . * * * was the exception, not the
ordinary run of case. And the question put to you, and I will restate  
it very carefully, you characterized certain practices as those which 
ordinarily  lead to a conflict of interest. Now, we don’t have to 
discuss case A, B, or C, because the term there is so comprehensive, 
so well defined, that  certain specific pract ices ordina rily will lead to 
a conflict of interest, we want those practices which ordinarily, not 
in the unusual but in the ordin ary course of business lead to conflict of interest.

Mr. Wyman. Well any practices where a director or person in a 
fiduciary position with the association engages in transactions wherein 
his position is used to fur the r those transactions. Tha t is the under 
lying fact of the * * * situation it is the underlying fact of this situation as I  understand it.

Mr. Moss. You haven’t proved this one here.
Mr. Wyman. Maybe not. But tha t is my evaluation of it nevertheless.
Mr. Moss. You haven’t an iota of evidence indica ting tha t there 

was here the circumstances which created a conflict, You have three 
affidavits from parties  who were suing an officer or suing First  Fed- 
ral saying tha t they were coerced. That  is all you have.

Mr. W yman. No, tha t isn’t all we have.
Mr. Moss. You have some assumption here t ha t you could make on 

almost any association but  you don’t have evidence. I am talking about evidence.
Mr. Wyman. This statement is not limited merely to the matte r 

of coercion of borrowers. It  includes the mat ter of-----
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Mr. Moss. I talked to your counsel or board representative here at 
the lunch hour and we agreed really what you intended to say was the 
element of coercion was the thin g t ha t made the difference. Are you 
telling me you don’t think the element of coercion is the only thin g 
tha t makes the di fference ?

Mr. Wyman. This  statement of mine was not, with respect to the 
operations of that association, was not limited to the matter  of co
ercion or alleged coercion of borrowers.

Mr. Moss. In  other words, then we are back where we were this  
morning, at some magical point the mere fact of having writ ten 
the insurance, or sold the lumber, or searched the title, constitutes 
conflict of interest, absent the element of coercion ?

Mr. Wyman. Or lending borrowers more than the cost of the  prop 
erty.

Mr. Moss. They did  not do that.
Mr. Wyman. Well, according to the information-----
Mr. Moss. They did not and your information doesn’t show’ that. 

What your information shows is that the tota l of mortgages, first 
and second, exceeded the appraised  value. You do not show th at the 
total loan by the association exceeded appraised value. And you have 
no rig ht, no rule,  no regulation, no board policy, tha t tells you to go 
out and de termine the amount of secondary financing made by a party  
other than the association.

Mr. Wyman. According to the in formation we have, Mr. Chai rman, 
in one instance they loaned as much as 104.4 percent.

Mr. Moss. Of what ?
Mr. Wyman. Of the  cost of the property.
Mr. Moss. Cost is not considered. You migh t want  it to be. 

But you don’t have a rule  or regu lation  that  says they can’t loan more 
than the cost. They don’t have a rule or regulat ion that  says you 
can’t loan more th an the cost a t the present time, because no builder 
is going to be fool enough to sell a house at  cost, unless the  conditions  
adverse to him force him to. So I  don’t care what the cost is. I am 
interested in the appraised value, or if we take your fur the r view, 
the sales price. But the cost is not relevant.

Mr. Wyman. Well-----
Mr. Moss. And you know it isn’t.
Mr. Wyman. 103 percent of the sale price of th e property.
Mr. Moss. Is that  wrong i
Mr. Wyman. We think  tha t is the kind of operation tha t can 

lead to difficulty.
Mr. Moss. Who thinks  i t? Do you have a rule or regulation tha t 

says you can’t do it ?
Mr. Wyman. One of the sad facts tha t came to life when the 

depression hit, was the fact  that-----
Mr. Moss. Mr. Wyman, you and I are not talk ing about what 

should be the policy here. I told you earlier, when we get into tha t 
area, we are probably  in far more substantive agreement, than we 
are anyplace  else. The Board has the  power to  effectuate th at policy, 
if the Board wants it, but they haven’t chosen to do it. But you have. 
That  is the thing tha t disturbs me. Because I  don’t find any place 
in the law sanction of you as a policymaker. I could run this  coun
try  a lot better than anyone else, I am dead certain. Thank God 
they don’t let me try.

748 90— 63 — pt . 3------ 11
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Mr. Holifield. Mr. Wyman, I  want to comment on this. I want to 
comment on this  principle of selling below cost. In the American 
system of  business, there isn’t a merchant tha t operates that doesn’t 
have to  sell some of his items below cost, either through a disinclina
tion on the pa rt of the customer to  buy it, or because there is a de
pression tha t comes on, or because something else happens beyond 
his control. I am in business, I  am in the clothing business in Cali
fornia,  and several times a  year I  put  on a sale and I sell below cost. 
Now if I sold everything that  I have in my business below cost, I would 
go broke. But  some of the things—I may have 500 different items 
in my store and I may have to sell 25 of them below cost. I try  to 
make a profit on al l of them, but I can’t always do that. So in the 
American system of business you have got to  sell below cost, on some 
items, by the very nature of competitive business.

And I frequently  have to do that.  Now I have to balance off those 
losses against the profits on the other items which I make and in the 
end—it is the balance at the end of the year tha t counts, not whether 
I sell a shir t t ha t cost me $3 for $2.65, because nobody will buy it, it 
is a bad color or the style goes out or something like that.  But it is 
the fact  that I sell a lot of shirts that  I paid $3 for, for $5, and so I 
absorb tha t 35 cents I lost, with whatever profit there is in the $2 
margin between cost and sales price. So your argument, based on 
tha t, i f i t was a general principle o f every house t ha t they loaned on, 
of course, you w’ould be 100 percent righ t.

But if it is a matter of absorbing something tha t happens inad
vertent ly and unplanned, why, your argument f alls of its own weight.

Mr. Moss. I can give you another example. We opened a  subdi
vision and we built a model house and we built it  right out  of the pages 
of L ife magazine, very modern-type house. But  i t didn’t go in Sac
ramento. We dressed it up, we had it open, and people came through 
and admired it, but nobody bought it. We cut the price two or three 
times, and finally it  was such a  bargin tha t I bought  it.

Mr. Holifield. Tha t was a conflict of interest, wasn’t it?
Mr. Moss. But tha t can happen and does happen. You can have 

the wrong color scheme, people walk through a house time and again 
and it doesn’t sell, you don’t know why. You will have something 
that, in the opinion of almost everyone on the sales staff is far  less 
of a bargain,  and they snap it up. Or a kitchen women just don’t 
cotton to. You don’t know what it is. So you are going to have 
these cases where you distress sale a house, just as you cut the price 
of the suit of clothes a t the end of the  season, or automobiles righ t 
now, some of these dealers on your criteria are the darndest fools 
and the most unsound operators, because many of them right now 
are dumping 1962 models at below cost.

Mr. Holifield. Mr. Chairman, I would like to get back to these 
transac tions which ordinarily led to a conflict. Isn ’t i t tru e th at  there 
are certain main things tha t might lead to a conflict of interes t tha t 
are common practices of the indus try ? Here is a board of directors 
and either par t of them or all of them own an insurance company 
over here. Now that  could lead to a conflict of interest, couldn’t i t ? ‘

Mr. Wyman. Yes, it could and has done so.
Mr. Holifield. Now, the lumber and building material business. 

If  there is a join t part icipation in the savings and loan business and
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the lumber business, tha t could lead to a conflict of interest, couldn’t 
it?

Mr. Wyman. Yes, sir.
Mr. Holifield. Now, there is the escrow business, that could lead 

to a conflict of interest, couldn’t it, because this is extraneous to the 
stockholders and if they charge escrow fees and make a profit in a 
separate  escrow corporation and the directors are interested in it, 
and the president is interested in it, tha t could lead to a conflict of 
interest, couldn’t it ?

Mr. W yman. I t might do so.
Mr. Holifield. You and I know tha t directors  in every savings 

and loan, in many savings and loan—I won’t use “every,” and I won’t 
say “most”—but in many savings and loan institutions, they do have 
separate outside businesses related to the business of building houses 
and insuring them and escrowing the sales and things  like tha t? 
They do do that , sir, the title  companies being another one. These 
are the things tha t ordina rily would lead to conflict of interest,  is 
tha t r igh t ?

Mr. Wyman. They are among the relationships.
Mr. Holified. They are the most prominent. They are the ones 

you are talk ing about in th is particula r case in Atlanta.
Mr. Wyman. There could be other ways, too.
Mr. Holifield. Now, if these transactions, tha t could ordinari ly 

lead to a conflict of interest, exist, and they do, why don’t you pu t a 
regulation out saying  tha t no director can participate in an escrow 
company, escrow loans; tha t no d irector  can part icipa te in an insu r
ance company; in the profits of the insurance companies if  they sell 
insurance to the borrowers ; no one can par ticip ate in a lumber and 
building material business if they sell any lumber and bu ilding  mate 
rial to a borrower; why don’t you put  out that kind of regula tion?

Mr. W yman. I personally thin k tha t would be quite an unreason
able regulation, Congressman.

Mr. H olifield. So do I. I happen to  th ink so, too. So now, then, 
the weight of y our argument here in No. 1, based on the four things 
I have enumerated, are  the transactions which ordinarily lead to a con
flict between personal interests and the performance of official du ty ; 
isn’t tha t true. Are n’t those the four most prominent things with 
which you have to deal ?

Mr. Wyman. I would say they would be among the four  relat ion
ships.

Mr. Holifield. Give me some more now. I  am talking about o rdi
nary now, not unique cases, where a corporation officer dips in and 
takes out $50,000 and goes to Mexico. Or where he forms a corpora 
tion and borrows money with the express purpose of not paying it 
back. Tha t comes under the heading of  fraud , in my book. I am talk
ing about ordinary  transac tions in the course of  business.

So give me one more now. I have writ ten down four. I am tryin g 
to help you out.

Mr. Wyman. I t could be a person in the real estate brokerage busi
ness, for example.

Mr. H olifield. No. 5, development of real estate.
Mr. Wyman. And I am not talking  about th e ordinary broker, who 

acts merely as an agent.
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Mr. I Iolifield. You are talking  about a man tha t buys land and he 
buys i t with savings and loan funds and he puts in streets and side
walks and sewers; he develops that land, and he uses corporation  or 
association money to do that . That is a conflict of interest. Now, 
don’t you have a rule and regu lation prohibiting that?

Mr. Wyman. We can’t make a loan directly to such person. We 
could make it to a corporation,  provided no direc tor owned more than 
15 percent and all of the directors  didn’t own more than  25 percent 
of the stock.

Mr. II olifield. Now, you are defining what conflict of interest  is. 
If  I own 5 percent of a corporat ion tha t w7as developing land, tha t 
wouldn’t be a conflict of interest. If  I  owned 10 percent, it wouldn’t 
be a conflict of interest. But if I owned 20 percent, went over the 
15 percent level, then it would become a conflict of interest . You have 
defined that. Every director of a building  and loan association knows 
tha t becomes conflict of interes t when i t goes pas t a certain  level. So 
he knows, and if he transgresses tha t he properly should be punished 
by supervisory or any other methods tha t the law allows for you to 
punish him by. But you don’t have it clearly defined tha t if a com
pany takes over 10 percent insurance or 15 percent insurance from 
borrowers, then tha t director—it then becomes a conflict of interest.

Here is where the danger of supervision and the  danger of bureauc
racy comes in. You leave an area undefined here, because there is a 
paralle l interest, as Mr. McClellan brought out. And you take any 
situation which could lead to a conflict of interest and where your 
judgment says it is a conflict of interest, you call it a conflict of 
interest, but where your judgment says it is not, you call it not a con
flict of interest—but we don't know what goes on in your mind and i f 
you die tonight  and somebody takes your place they won’t know what 
went on in your mind and they may have a completely different set of 
values in evaluating conflict of interest  than  you have. This is the 
point  we are trying to make.

This  is the point. You are a man tha t has dedicated your life to 
this part icul ar business. You have had how many—3*0 years, 20 
years ?

Mr. Wyman. Not quite; 28.
Mr. Holifield. Twenty-eight years. I am not going to condemn 

you as a man of evil intentions or anything like tha t, but you are 
getting to be an old man and I am an old man, and we are going to 
die some of  these days, so we have to  leave something for  the  fellow7 
tha t comes along who is not as smart as you and I are—not as capable 
of evaluat ing the thin line between conflict of interest and allowable 
parallel interest, and  this  is the point we are try ing  to bring out. We 
are trying to bring  it out for the protection of the indus try and for 
the setting  up of lines, so the indus try can know w’hen it is getting  
into the conflict-of-interest area. You have done it  on some th ings.

You prohibi ted the savings and loan from loaning over a certain 
percent of its money fo r commercial buildings. And when the sav
ings and loan gets to tha t limit,  it  knows fu ll w’ell that it is getting 
into dangerous ground. But you haven’t done it in insurance; you 
haven’t done it in lumber and build ing m aterials; you haven’t done it 
in separate escrow business; you haven’t done it in the title search busi
ness. Now, somewhere you have got to come to a conclusion of
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straighten ing this  th ing out, because everything you have worked for 
and str iven for may be lost by the  guy th at takes your place.

He may apply  his judgment, his evaluation, completely different 
from yours, and wreck everything  you have done in 28 years. You 
wouldn’t want tha t to happen, would you ?

Mr. Wyman. Of course not.
If  I  might make th is statement, I would like to do so; you under

stand of course tha t I don’t make the regulations. I can only do my 
best to bring for th the best judgment of which I am capable, and it 
may not be too good, but anyhow, t hat  is the best I can do.

Mr. H olifield. You said once to me you had suggested regulations 
and the Board turned you down—and 1 honored you fo r saying tha t, 
because I thought you were performing  your duty as a supervisor in 
charge, in suggesting that  the Board make these rules and regulat ions. 
I told Mr. Creighton that  I  though t it was his duty, as the legal coun
sel, to guide his Board along the lines of proper rules and regulations , 
and narrow this  never-never land just  to as small an area as you could, 
getting the known rules and regulations just as widely as possible for 
the benefit of the  indust ry.

Mr. Wyman. I would just  like to make a fur the r statement, if I 
may. I would like to complete my statement on this thing.

As Mr. Creighton said, sometime ago, a few minutes ago, the present 
Chairman,  the  present Board, designated a committee to  work on this 
matter, and tha t committee has been working; it is working. I sup
pose, unfortunate ly, I am a member of tha t committee-----

Mr. Holifield. I don’t think it is u nfor tunate at all. Wi th your 
background and knowledge of this  business, you ought to be the  most 
valuable member on it, if you will apply yourself to the purpose of it.

Air. Wyman. I have done a tremendous lot of work on it and, of 
course, with all of the other things we have to do, we have to parcel 
out the time as best we can. Now we are endeavoring to develop 
regulations , perhaps areas in which there  may be now no regula tion, 
where perhaps there can be regulat ion and should be, where it is 
feasible and desirable, in the hope we may make some sensible, work
able recommendations to the Board.

The matter of conflict of interest is specifically in tha t group. What 
we can do—there is no need to speculate about it at the moment, but 
it is being studied  and studied diligently , constructively, and to the 
ultimate objective that we could have regulations where regulations 
are feasible, and in sofar as feasible.

Certainly I would say th is, if I may, speaking for myself person
ally, nobody I believe would be any happ ier than I would De if I 
were continuing  on and on in this  job. Nobody would he any happie r 
than I would be, I believe, to have regulations insofar  as it is feasible. 
And I think tha t is true for everybody who is involved. I think it  is 
just as true of the general counsel, just as true  of every member of 
the Board. I thin k I know what  the attitude  of our Board is, I  hope 
I do, on this  broad matter. Otherwise they wouldn’t have appointed 
a committee and told them to get  to work on this th ing. And I think 
that  we are go ing to move in tha t direction and move solidly. Th at is 
mv judgment.

Air. Moss. Of course, I  for one, and I  speak now only for  myself, 
the 2 years now I have spent chair ing this subcommittee—it might
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interest, you to know when I agreed to serve as the chairman of this 
special subcommittee I was assured th at I could wrap it up in a week, 
but I would like to see modification of 5(a)  to limit the Board to 
such policy as is spelled out by rule or regulation.

If  the oppor tunity  should arise, as well it might, t ha t would be one 
of my first proposals. I think it is outrageous tha t regulation is un
dertaken on such an informal basis.

Now, fo r example, you had affidavits in this case and affidavits were 
secured whether or not you had knowledge of them, by management. 
Did you determine whether Norwood, for example, was first a cus
tomer of  West Lumber or  first a customer of Fir st Federal?

Mr. Wyman. No, I did not.
Mr. Moss. Did you determine  whether the other two were first 

customers of West Lumber or Fi rs t Federal  ?
Mr. Wyman. No, sir; I made no such determination.
Mr. Moss. You know sometimes the builders get an idea they want 

to go out and do a little promoting , developing, and they have to 
shop for thei r money, they go to all of the ir old sources, see if they 
can get help in gettin g financing, they shop for it. And I think it 
would be very pertinent to this question of whether coercion actually 
took place to determine whether they were first the customer of one or 
the other. Tha t is one thin g I find extremely repugnant, the fact 
tha t conclusions are drawn from such unre liable evidence, important, 
significant conclusions in your shop on supervision. It  was t rue in 
Clovis, God knows it was true.

Fo r instance, the  charge that the branch operation was illegal, the 
subsequent opinion of counsel stating it  was not.

Mr. Wyman. I didn’t think  so, Mr. Chairman.
Mr. Moss. Well, I  have the opinion.
Mr. Creighton. Mr. Chairman, i f I  may-----
Mr. Moss. Mr. Creighton, with all deference to you, sir, that  was 

a masterpiece of equivocation, bu t the only conclusion I  could draw— 
and I  submitted it to quite a number of o ther persons—is that  that  was 
not an illegal operation.

Mr. Creighton. Tha t is not what the opinion said.
Mr. Moss. As I read it, “Legally unobjectionable.” Unless you are 

saying  that things which are illegal are legally unobjectionaole-----
Mr. Creighton. I didn’t say that. I think  I said in that  opinion 

tha t I thought these people were, under our rules and regulations, 
opera ting a branch. I fur the r said, however, tha t under  the mode 
of the operation, based upon a question Mr. Glick asked me, that  up 
unti l this examination in 19— whatever it  was, tha t they  did not have 
any reason to believe that they were in violation of the regulations.

Mr. Moss. But the opinion concludes with the words tha t it  is your 
opinion it is legally unobjectionable and tha t is your statement and 
it is the  statement in l ight  of the clear finding by supervision th at it 
was an illegal operation, which should summarily cease and this will 
be approp riate  to comment on in the report of the committee, of course. 
Maybe there will never be a final word on it, but at least the  conclu
sion was legally unobjectionable, whatever the rest of i t was.

As I say, it was well done. Well done. Now the chairman is faced 
with the fact tha t Mr. Hoiifield has to leave at 4:00 o’clock.

Are you going to be available tomorrow ?
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Mr. H olifield. In  the morning, yes.
Mr. Moss. I hoped we could sit until  6 and finish the business 

of the subcommittee.
Can you return in the morning at 10, Mr. Wyman ?
Mr. Wyman. Well, I had a conference scheduled for tomorrow

morning, but I suppose I  can sh ift it to somebody else. I had a con
ference scheduled for 10 o’clock in the morning  tha t might run  
for 2 or 3 hours , but I can arrange it so somebody else can take my 
place.

Mr. Moss. Do you want to come a t 1:30 tomorrow afternoon ?
Mr. Wyman. If  it would be suitable to the committee, I  thin k I

would prefer to make myself accessible to the committee in the 
morning.

Mr. Moss. It  would be preferable to us, but we are in a flexible 
position; we can meet either morning or afternoon and therefore 
we will accommodate you.

Mr. Wyman. I will rearrange my plans to let somebody else take 
my place in the morning and I will be here.

Mr. Moss. We will start at 10 and at tha t time Mr. Glick will 
undertake the discussion of your statement as i t relates to Mr. John
son’s statement. We will try to steer clear of these broader  questions 
of supervisory policy.

Air. Glick. Mr. Chairman, may I  ask two questions of Air. AVyman ?
Air. Aloss. Yes.
Air. Glick. In connection with Air. Holifield’s and Air. Moss’ 

questions to you in regard to the fiduciary position of an officer or 
director, would you state  that  the following could arise from or create  
a violation of such a principle  or rela tion ship : Suppose an association 
has an officer which it guarantees a certain fixed sum of money as a 
yearly salary and tha t in addition  thereto  it underwrites a certain  
fixed amount of income from a source colla teral to the association’s 
business. For example, the insurance business. An association will 
guarantee an officer x number of dollars in total  and this is to be 
made up from two different sources, (a) a guaranteed sum from the 
association, (b) a guaranteed sum from income from his insurance 
business, and tha t if the insurance business does not return him that 
sum “b” the association will make up the difference. Would this 
be a conflict-of-interest situation ?

Air. AVyman. I couldn’t say necessarily it would be so. It  certainly 
may not be the ideal sort of situation.

Air. Glick. Would  this  be the type  of thing supervision would call 
to the attention of  management and ask to correct or make change in?

Air. Wyman. Well, unless there was something involved there tha t 
would indicate some abuse, I don’t think we would.

Air. Holifield. Let me interrupt  counsel. Did you understand 
counsel’s statement of t hat  case, where a savings and loan association 
would pay its president , let us say, x amount of dollars and tha t, if 
you want to use the word “affiliate,” his insurance business, would pay 
him x  amount, and if his insurance business didn’t pay him, the savings 
and loan association would make up the difference for  h is services as 
president of the savings and loan? Did you understand him to state 
the case that way ?

Air. Wyman. Yes; I understood what he said.
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Mr. H olifield. You say that  wou ldn 't be a conflic t of in tere st ?
M r. W  yma n. I  said  no t necessarily so.
Mr. H olifield . Und er  what c ondit ion s would it no t be ?
Mr.  W yman. Th ere  cou ld stil l be in the opera tio n of  th at  in st itu

tion a pe rfe ctl y bona  fide freedo m of  choice on the  pa rt  of  borrowers , 
fo r insu rance. Th ere could  be an opera tio n com pletely  free  from 
coerc ion o f bor rowers.

Mr. H olifield. B ut here is a case where an asso ciation , answerable 
to you,  is going  to pay th is  man pa rt  of  his  sa lar y and a completely 
sepa ra te corpo rat ion  en ti ty  is go ing  to pay him also a sal ary , a part  
of  th is sa lar y fo r be ing  presi dent,  as we un de rst an d it.

Now,  as long as th at goes  on, th at  is one th ing . Bu t when th is 
sepa ra te  co rpo rat ion , insuran ce  corpo rat ion , does not pay him th at  
pa rt  of  h is sal ary , and then  t he  a ssoc iation assum es th at , how can you 
say  that  isn’t a conflict of  int eres t ?

Mr. W yman . In  ot he r words , the associat ion says  we will pay you 
$125,000 a year and  if  you don’t ge t an addit ion al $20,000 from th is 
insura nce agency, we wi ll—you get only $15,000, we will pay you 
an addit ion al $10,000, so yo ur  sum tot al will come out the  same. 
That  is wh at lie is saying.

Mr. G lic k. Yes.
Mr. W yman. Ex ac tly . Now,  th at  could he in an ope rat ion  th at  

wou ld no t ca rry  wi th it  coerc ion of b orro wer s.
Mr. H olifield. We  ar e ta lk in g about som eth ing  else now, we are  

not ta lk in g ab out coerc ion.
Mr. Moss. Ho ld it  a  minute.  Th is  is  c ruc ial to th is  whole quest ion.  

Now,  you are  hi ng ing th e de ter mi na tio n on the. elem ent of  coercion. 
Ear lier  you hav e said  th at  wasn’t the de ter min ing fac tor . Now here 
you say  it is. Let ’s look at  thi s.

A typ ica l exa mple of  b orrow ers  is, they  come in and borrow money 
and the y don’t know an y ins ura nce agen t, and some insti tu tio ns  hand  
them a lis t and say,  select one; oth ers  hav e them sign  a form say ing  
it is all righ t fo r the  asso ciation  to  place the  insurance , the y havin g 
no p reference . An d so in every ins tan ce where an associat ion is given 
the discre tion to  p lace  t he  insura nce , it plac es it wi th only one agency 
and in the  course o f a yea r, GO perce nt of  the  bo rro we rs h ave no pr ef er 
ence. So th is  one agency  in tow n gets GO per cent of  the  insura nce  
and the pre sid en t of  t he  associatio n is the benefic iary  of  the  earnings  
of th at  agency. An d th e asso ciation  ha s a dir ect int ere st in the  pros 
pe rit y of  t hat  agency , because  if  i t fa ils  to ea rn to  a certa in level, the  
asso ciat ion has to  pick up the  tab.

Now,  I  cannot fo r th e lif e of  me see where  t ha t int ere st,  both  of  the  
asso ciat ion and  of th e pres iden t, in th at one agency, is less in confl ict— 
it  m ay be an agency  th a t gives miserabl e service to  its  clie nts , it  may 
be an agency  th at re al ly  only exi sts  on its  insura nce wr itten  fo r th is 
insti tut ion . I  do n’t see how  you  can  say  there is less conflict there 
th an  if  I,  as an officer, a t t he  tim e I  inte rview  t he  borrow er,  say “Now 
we would like to have  you  desig nate Mr. Jones fo r yo ur  insura nce,” 
I  bein g the Jone s agency.

Mr.  W yman. Well , I  d on ’t know, of  course, I  w ould have t o look at 
all of  the fac ts involved. But  it  is the type  of  sit ua tio n whi ch, of  
course, could lead  to a conflic t, b ut  no t necessarily, so, howe ver.

Mr. Glic k. W ha t wo uld  you  do fu rthe r,  once you  have knowledge  
of  th is,  to  de termine  w he ther  o r n ot  a  conflict, in fact  does exist?
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Wha t would the division of supervision recommend ? What action 
would it take?

Mr. Wyman. I would have to look at all of the facts in the case, Mr. 
Glick.

Mr. Glick. Let me p ut it this way, Mr. Wy man: Y ou have a com
ment in an examiner's report to the effect tha t the president of the 
association is guaran teed $50,000 a year income as president of the 
association, to be made up as follows: $20,000 from the association, 
and $30,000 from the profits of an insurance agency owned by said 
president. And in the event the insurance agency profits  do not equal 
$30,000, the  association will make up the difference, so the net amount 
to the presiden t of the  association will be $50,000.

Now, is the reason here tha t this  is not automatically  in and of itself 
a violation of the  rules because the association is beneficiary of this, in 
tha t the  Association is not paying  the full $50,000 ?

Mr. Wyman. Of course tha t would be one way to look at it, tha t the 
association would be beneficiary to tha t extent.

Mr. Glick. Now i f you were concerned with the possibili ty of con
flict, and this is certainly an area which lends i tself to a g reat deal of 
coercion by the association, because it is to  their benefit tha t the insur
ance agency make such of a profit as possible, w hat would you, as a 
director of the Division of Supervision, advise or do to furth er your 
inquiry  into tha t possibility ?

Mr. Wyman. Well, I would have to study the entire set of facts, 
before I could answer that question, Mr. Glick.

Mr. Glick. I ju st gave you the facts, Mr. Wyman.
Mr. Wyman. Well, I would have to look at the whole operation, 

because it is no t only the insurance business, but the lending operation 
and any other rela ted operations and activities tha t might be involved 
in the s ituation th at are required to complete the  enti re context of the 
operation. I would want to look at th at in those terms before I  answer 
tha t question.

Mr. Glick. How does your old settled rule of law—the one that is 
well established—apply to this situa tion I  have described ?

Mr. Wyman. I would think that is the kind of situation  which might 
well be cataloged as one th at would lead to a conflict or mig ht ordi
narily lead to a conflict.

Mr. Glick. Would you request the Division of Examinations to 
issue instruct ions to its examiner to go fur ther into the matter  to 
make a determination of some type?

Mr. Wyman. Well, I think 1 probably would, if I wasn’t  sure I  had 
the facts. I think  I would probably ask for fur the r examination, 
fur ther investigation. It  would depend on the circumstances.

Mr. Glick. Again everything depends on the circumstances?
Mr. Wyman. Yes, and the  facts we have, yes.
Mr. Glick. Would the percentage of insurance writ ten by the 

agency have any effect upon your determination ?
Mr. W yman. I think  I  would be very much concerned i f we found 

an institu tion with 98 percent, let’s say, to illustrate.
Mr. Glick. Let ’s say the agency was writ ing 85 percent of the  in

surance on properties mortgaged in the association. Would  this cause 
some concern on your part ?

Mr. Wyman. It  would be a fair ly high percentage, thou gh not 
unheard o f a t all.
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Mr. Glick. But  with a couple of complaints of coercion; would 
tha t give sufficient support to the allegation of coercion to become 
the subject of supervisory criticism to an association ?

Mr. Wyman. It  might  be. I think  tha t the affidavits or  certifica
tions tha t the borrowers are coerced, from persons who had been affected by it, I  think might have a bearing on it.

Mr. Glick. What  is the value of this affidavit ?
Mr. W yman. Well, I thin k it—we have had many complaints  over 

the years—it depends on where i t comes from. We have had a great 
many, over the years. A grea t many were of competitive origin. 
I  don’t mean to say tha t makes them of no value; I don’t mean to 
imply that , but we have to recognize that.  We have had very few 
instances where borrowers themselves have made affidavits and I  think 
perhaps in a grea t many of those cases tha t has been instigated  maybe by competitive influences.

Mr. Glick. Or instiga ted by one reason or another peculiar to th at individual.
Mr. Wyman. By competing  agents, insurance agents.
Mr. Glick. What is the value of this affidavit ?
Mr. Wyman. What is the value of any affidavit ?
Air. Glick. Some a re required by law. This one is not required 

by law. Would a lette r have the same impor t, an unswom-to statement?
Mr. Wyman. Oh, perhaps so. It  would depend—what we see is a cold piece of paper.
Mr. Glick. And apparently  you don’t go behind tha t piece of paper.
Mr. W yman. I f  it  is a l ette r from an honest person, to me it  would 

have just as much value as i f i t was in the form o f an affidavit.
Mr. Moss. Is he a less honest person or more honest person than the person he is compla ining against ?
Mr. Wyman. W hat I  meant was a statement  or lette r honestly 

written and not influenced maybe by some competitive force, maybe even for a fee. We can’t tell. We get a cold letter.
Mr. Moss. Like a plainti ff in an action against the person he is complaining of?
Mr. Wyman. I  didn’t understand the question.
Mr. Moss. Like a statement from a plaintif f in an action agains t or 

a complainant in an action pending in the courts ?
Mr. W yman. No, if we got a le tter from an individual, any person, 

who was the purchaser of insurance, he had a loan from an associa
tion, and he complained to the effect that he did n’t have any righ t to 
choose his insurance agent, if we could ascertain what was going on 
in the. association as best we can and if we found there  was that  sort of thing  we would try to get it stopped.

Mr. Moss. With reluctance, because we have now entered another 
subject, we are going to  have to adjourn the hearings until tomorrow 
morning at 10, because the rules of the  House of Representatives p ro
vide that  you may not take testimony unless there are at least two 
members present.

The subcommittee is in adjournment .
(Thereupon, at 4:15 p.m., the subcommittee was adjourned, to re

convene at 10 a.m., Frid ay, September 7.1962.)
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House of Representatives,
Special F ederal Home Loan

Bank Board Subcommittee 
of the Committee on Government Operations,

Washing ton, D.C.
The subcommittee met pursuant to notice, in executive session at 

10:10 a.m., in room 100-B, George Washing ton Inn,  Hon. Joh n E. 
Moss (chairman of the subcommittee) presiding.

Members pre sen t: Representatives John E. Moss and Chet Holifield.
Presen t from the subcommittee sta ff: David Glick, chief counsel ; 

Sidney McClellan, counsel; H arr y S. Weidberg, counsel; and C athe r
ine L. Hartke, clerk.

Presen t from the  Federa l Home Loan Bank Bo ard: Clarence Smith, 
Assistant to the Board; Thomas H. Creighton, Jr. , general counsel; 
George Murphy, member of the legal staff; Joh n M. Wyman, director. 
Division of Supervision; and John M. Broul lire, member of the staff 
of the  Division of Supervision.

Mr. Moss. The subcommittee will be in order. Mr. Wyman, will 
you re turn  to the stand , please. Mr. Glick.

FU RT HE R TESTIM ONY OF JOHN  M. WYMAN, DIRECT OR,  DIVISION

OF SUPERV ISION , FEDE RA L HOME LOAN BAN K BOARD; ACCOM

PA NIED  BY THOMAS H. CREIGHTON , JR ., GENERAL COUNSEL

Mr. Glick. Mr. Wyman, can you tell us whether or  not Fi rs t Fed
eral of A tlan ta lent any money to West Lumber Co. ?

Mr. Wyman. I do not recall tha t they  did.
Mr. Glick. In  other words, i t would be your impression tha t they 

did not?
Mr. Wyman. My impression is they did not.
Mr. Glick. Did Fir st Federal of At lanta lend any money to Home 

Owners Co. ?
Mr. Wyman. Not to my knowledge. They bought loans from them, 

but I  don’t have any recollection that they made loans to them. They 
bought a g reat many loans from them.

Mr. Glick. You commented on their purchase  of loans from Home 
Owners Co. in your prepared statement, did you not ?

Mr. Wyman. That is correct.
165
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Mr. Glick. Now, can the Board  issue a policy which contravenes 
an existing regulation ?

Mr. Wyman. I could only answer that  as a layman. I couldn’t 
answer the legal-----

Mr. Glick. In  your opinion, sir.
Mr. Wyman. My opinion would be that the Board  could not or 

should not issue a policy statement  that  contravened its own regu
lations.

Mr. Glick. Turning  to your statement , on page 2, where you make 
reference to  a letter of Jan uar y 14, 1955, from Mr. McAllister, then 
Chairman of the  Board, to Mr. West, chairman o f the  board of F irs t 
Federal—you read this letter  in to the record yesterday. Would you 
say this lette r recognizes tha t the association under its char ter was 
authorized to lend up to 80 percent  of the appraised value of a 
property ?

Mr. Wyman. No, sir; tha t le tter recognizes tha t they are authorized 
to lend up to 80 percent of the value of the proper ty. That is the 
language of the regulation pertaining to loans of this type. The 
words “apprai sed value,” the word “appra ised”-----

Mr. Glick. I would like to take issue with you at this  moment. 
If  you will turn to tha t letter, in the thi rd para graph thereof, the 
second sentence star ts with the word “True,” and I quote, “True, 
the association’s charter  and the regulations authorize loans up to 80 
percent of the appraised value of the real estate security” ; is that  
not the statement in the letter?

Mr. Moss. Let him get the spot. I t is on page 2, the next to the 
last paragraph.

Mr. Wyman. Yes, tha t is the statement in the letter, but tha t is 
only p art  of the sentence. That pa rt of the  sentence has to be read in 
context wi th the ent ire sentence.

Mr. Glick. Let us take this  piecemeal, if you will, Mr. Wyman. 
The regulations at tha t time allowed fo r loans up to 80 percent of the 
appraised value, did they not?

Mr. Wyman. No, sir. They allowed for loans up to 80 percent of 
the value. It  was the insertion of the word “appraised” in  there  tha t 
underscores one of the differences between the association and the 
supervisory authorities with respect to the matter . There isn’t any
thing in the regulat ion pertaining to  80 percent loans tha t says any
thin g about 80 percent of appraised  value. It  says 80 percent of 
value.

Mr. Moss. While we are looking up the regulation, does it say any
thing about 80 percent of the value derived from sale ?

Mr. Wyman. No, sir, not with  respect to that par ticu lar section 
or portion o f the regulations.

Mr. Moss. What is the normal method of arriving at  value on loans ? 
By appraisal ?

Mr. Wyman. The normal method is by appraisal.
Mr. Moss. All r ight . So th at  would be more customarily the value 

placed:  it would be derived from appropr iate  appra isal procedure.
Mr. Wyman. Tha t is th e way by which they would a rrive at such 

value.
Mr. Moss. So it is really a matter  of semantics as to whether it 

says appraised or not ; it is still inherently an appraised valuation 
because it is not limited to a value derived from sale.
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Mr .Wyman. No, sir ; if I  correct ly unders tand you, Mr. Chairman , 
the thin g tha t, the point involved here  derived f rom the association’s 
practice of appraising properties , newly constructed properties , being 
offered in  a free, competitive, undistressed market,  a t prices in excess 
of the price at which they were being offered for sale and purchased.

Mr. Moss. That is a contradiction of a statement made by you 
yesterday in response to a series o f questions by Congressman Holi- 
field as to the character of the market existing in At lan ta in the  period 
1957-58, when it  was agreed tha t there were a number of factors 
indica ting a degree of distress in the market.

Mr. Wyman. I don’t believe, sir, that  I agreed to that.
Mr. Moss. I think you did.
Mr. Wyman. There may have been some statements on that, but 

I don’t recall tha t I agreed with  that.
Mr. Moss. We will find i t and come back to it. Were you at tha t 

time in your  supervisory policies looking to appraised value or to 
sale price  ?

Mr. W yman. We were looking to appraised value, but we were also 
looking to an appraisa l which gave consideration to  the price at which 
the properties  were being purchased.

Mr. Moss. Were these dishonest appraisals?
Mr. Wyman. I don’t know.
Mr. Moss. Did you endeavor to find ou t whether they were valid 

appraisa ls, inflated appraisals, dishonest appraisals?
Air. Wyman. Endeavored to find out in the same way that  we en

deavored to find out the pertinent  facts with respect to apprai sals, 
in every association which is examined by the Board’s examiners, by 
relat ing the appraisals  to the price at which the properties  are 
purchased.

Mr. Moss. How do you pursue this sampling of appraisals—to prop
erty in a community, the sale price ?

Mr. Wyman. I t ’s done by reviewing and tabu latin g loans made 
within a period of 90 days preceding the date as of which the exam
ination is made.

Mr. Moss. Sir, I would submit tha t tha t is a total ly inadequate 
sampling to determine the valuation in relation to appraisals  if you 
are looking a t 90 days prior  to  the date of the  examination. You are 
not even ge tting  a good average normal market for a sufficient period 
to give you value if  you only look at 90 days. If  I went out to appra ise 
prope rty where I had to take some samplings on recent transac tions 
and I confined myself to 90 days, I would not be, in my judgment, 
discharging my responsibility to my client.

Mr. Wyman. I take it that is a mat ter of opinion.
Mr. Moss. I will take it a l ittle  fu rther. We will direct an inquiry  

to the American Ins titu te of Appraisers  and get the ir opinion. Mr. 
Glick, will you undertake to see t hat  a le tter is directed to the Secre
tary  of the American Ins titu te of Appraisers. Let us find out, be
cause it is im por tant  i f tha t is the  way you do it. In the first place, 
your appraisals are being made by your examiners, you are not under
taking independent evaluation of appraisals, and you are confining it 
to transac tions within  a 90-day period, to arrive at a determ ination 
as to the adequacy or accuracy o f appraisals ; you, in my judgment, 
are total ly wrong and we will try to  get some expert opinion. Proceed.
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Mr. W yman. I understand, Mr. Chairman, these are not appraisals 
by the examiners.

Mr. Moss. If  you challenge an appraisal, the thing you use to chal
lenge it has to be an appraisal.

Mr. Wyman. It  is the relationship between the association-----
Mr. Moss. I say th at is not even an adequate basis for re lationship. 

If  you did it for a period of a year, you would have a pret ty good 
relationship. For 90 days you do not have. If  you have a very tem
porary lull, you would be reflecting only th at lull and nothing of the 
normal characteristics of the business in the community.

So I  say tha t from any standard it is a totally  inadequate base for 
evaluation. I th ink tha t is something the Board ought to be concerned 
with, if this is such a restricted base, 90 days. I think  the Board 
should see that  supervision at tempts an evaluation on a more adequate 
base. Af ter  all, inherent in all o f this  is the requirement of fai r tre at
ment of these institutions. It  must be achieved.

Mr. Wyman. If  I  might make a  comment on that, Mr. Chairman, 
you understand, of course, that our examinations will cover a period 
of approximately 12 months.

Mr. Moss. Your evaluation, you told me, was 90 days. What else 
is covered on other matters of the institu tion’s transactions  is not per
tinen t to the question of your evaluation of appraisals . That is a 
mat ter which must be isolated and dealt with separately.

Mr. Wyman. The sampling of loans, with respect to  loans made, is 
as near as possible to the dates as o f which the examination is made 
so that it would be more current than  would be the case if we reached 
back into  preceding months, one of the reasons being tha t there gen
erally has been consistently an increase in values and prices, sales 
prices, and it could prove disadvantageous and unfair to the associa
tion to reach back into earl ier months to test and check those relation
ships the re as distinguished from the more current  transactions.

Mr. Moss. It  would be my judgment, sir, tha t the p robability of un 
fairness would be more likely to arise in the confining of i t to a br ief 
90-day period than would be possible in confining it to a period of 12 
months.

Mr. Wyman. It  would be a matter of opinion or judgment as to how 
far back we should go, whether it should be a 3-month sample or 6- 
month sample or another period.

Mr. Moss. Tha t is the thin g tha t disturbs me, tha t time and again 
you say, “ If  you give me the facts  of the case” or “I t is a matte r of 
opinion” or “I t is a matter  of judgment.”

It  is my contention tha t regulat ion of an im portant $80 billion seg
ment of our economy should be dependent  upon more than  an evalua
tion or a judgment of an individual. Continue.

Mr. Wyman. These relationships t ha t I  speak of  are not matters of 
opinion. The relationships of sale price to appraisal or of sale price 
to loan or appraisal  to loan are m atter s of fact taken from the records.

Mr. Moss. Have you any examiners tha t are appraisers? I know 
you have used a few’ as appraisers, but do you have any that  are 
appraisers?

Mr. Wyman. No, we do not at this time.
Mr. Moss. I did not think  you did. If  I were going to question a 

man's appraisal of proper ty, I would get an expert to do the job. If
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anyone was going to question my judgment on it, I would insist that  
they have an expert to do the questioning. Mr. Glick.

Mr. Glick. Air. Wyman, there was no regulation requiring the 
loan to be limited to 80 percent of sales price, was there, at tha t time 
in 1957 and 1958?

Mr. W yman. I believe not with respect to the type of loan we are 
talking about,

Mr. Glick. These were generally loans tha t were considered take
out loans afte r construction mortgage? Was not this the area of 
criticism by the Bank Board ?

Mr. Wyman. I can’t answer that  question. Many of them or some 
of them no doubt were takeout loans or may have been takeout loans. 
Some of them may not have been takeout loans.

Mr. Glick. And the other criticism was where there was secondary 
financing behind the association’s first mortgage. Were not these 
the two areas of criticism on appraisal practices ?

Mr. W yman. Not so much the fact  t ha t a second mortgage existed 
or was taken behind the association’s first mortgage, not tha t per se, 
but the fact tha t in many instances second mortgages were taken by 
Home Owners Co. or West Lumber Co.

Mr. Glick. Or a builder?
Mr. Wyman. Or in some cases by the builder.
Mr. Glick. There  was no regulation prohibiting such second mort

gage financing, was there ?
Mr. Wyman. No, sir.
Mr. Glick. I s it  not a fact tha t it  is only of late  that the Board has 

spelled out t ha t the value be placed on eithe r appraisal or sales price, 
depending upon which is lower?

Mr. W yman. Th at pertain s to  loans which are in excess of 80 p er
cent of value. I believe tha t regula tion became effective in 1958 or 
1959. I can 't be positive about that.

Mr. Glick. But that was for loans in excess of 90 percent ?
Mr. Wyman. Eigh ty percent.
Mr. Glick. Eig hty  percent. However, the re was no setting  forth 

of such a requirement or limitat ion on loans up to 80 percent, was 
there ?

Mr. Wyman. No.
Mr. Glick. Now, the so-called—I assume you call it a policy state

ment by the  Board in this letter  from Mr. McAllister, tha t the selling 
price should govern—was thi s a generally pronounced policy of the 
Board ?

Mr. Wyman. Well, t ha t’s been a policy tha t has been generally fol
lowed in supervision of associations.

Mr. Glick. My question i s: Was this a pronounced policy? Was 
this published?

Mr. Wyman. I don’t believe it was published.
Mr. Glick. Then in  this case the ins titution, as fa r back as 1955, was 

being s ingled out for a crite rion which was not a published criterion 
and to which o ther associations might well not have had to  adhere to?

Mr. Wyman. To the best of my knowledge, Mr. Glick, the  associa
tions generally adhere to the substance of the policies th at are stated 
here in this letter by Mr. McAllister. We have had very few expe
riences and very few situat ions, to the best of  my recollection, where 
this has not been recognized by management.
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Mr. Glick. Mr. Wyman, would not your knowledge depend en
tirely  on what is presented in the examination report ?

Mr. Wyman. Very largely so.
Mr. Glick. And again th is was not a published policy of the Board, 

so tha t other institu tions might well have been following a policy 
other than  stated here and not have been criticized. Is that not 
possible ?

Mr. Wyman. I t’s possible we might not have known about it.
Mr. Glick. It  was on the basis of such le tter in 1955 th at the crit i

cism of the association’s lending policies were formulated in 1957 ?
Mr. Wyman. I do not now recall the  reference in the 1957 le tter to 

tha t par ticu lar matter. I don’t have it. Maybe I  have a copy of it. .
I would say tha t is correct.

Mr. Glick. Thank you.
Mr. Weidberg. Mr. Wyman, I believe I  understood you to say yes

terday  th at  examiners have a mission to uncover all of the facts, tha t •
they are to make objective examinations; is th at correct?

Mr. W yman. I don’t believe I  made tha t statement. I may have, 
but I don’t recall having made that statement.

Mr. Weidberg. What is the function of an examiner?
Mr. W yman. Function of the examiner is to endeavor to ascertain 

the facts, the essential facts, as to the condition o f the  association, its 
operations and practices, in order  tha t the soundness or lack of it  may 
be evaluated or in order that it may be determined tha t it  is operating 
in compliance with applicable statu tes and regulations.

Mr. W eidberg. They are to uncover all of the facts then?
Mr. Wyman. Tha t is a very broad te rm, Mr. Weidberg. When you 

say they are to uncover all of the facts.
Mr. Weidberg. Every fact that  is pertinent  and germane to a con

dition, real or alleged, concerning an association is a fact which the 
examiner should look into. Is tha t a fa ir statement?

Mr. Wyman. Yes, should endeavor to obtain and report the essen
tial f ac ts; yes.

Mr. Weidberg. In your statement on page 5 you have indicated 
roughly that of the construction borrowers in this 6-year period, 
some half o f them had been inter rogated either by an examiner o r by 
the attorney for the association. Did the examiner ever discuss this 
matter with the other 50 percent ?

Mr. Wyman. I don’t believe tha t I made the statement tha t you have *
just ascribed or attribu ted to me.

Mr. Weidberg. Mr. Wyman-----
Mr. Wyman. Maybe I-----
Mr. Weidberg. You have said that . Let me read, startin g with 

the thi rd  line from the botton on page 5:
* * * it  had  made  cons truction loans to the  oth er six borrowers in the ap

proxim ate  aggregate amount of $12,600,000, or a lit tle  more tha n one-th ird of 
all  construction  loans  made by the  assoc iation, in the  6-year  period, 1052 
thro ugh  1957. Not included in the lis t of seven borrowers  covered by the tra n
scr ipt  were three borrowers  to whom the  association had made  construction 
loans of abo ut $6 million * * *.

The $6 million and the $12.6 million is approximately 50 percent, 
according to the arithmetic I see here, of the construction loans that 
were made.
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Mr. Wyman. A littl e over 50 percent.
Mr. Weidberg. Very well. Was any attempt made to inter rogate 

these other 50 percent borrowers as to  whether or not they had been 
coerced—in quotation marks?

Mr. Wyman. Tha t I do not know. What we have is a statement by 
the examiner in the examination report of Jan uar y 14, 1057, from 
which I  have quoted in this statement. If  I may have a moment to 
find it-----

Mr. Weidberg. Calling your attention-----
Mr. Wyman. Might  I look that up ?
Mr. Weidberg. Sure. At the time you made this, did you have the 

full examination report before you ?
Mr. Wyman. 1057?
Mr. W eidberg. Yes, sir.
Mr. Wyman. Yes, sir, as far as 1 know.
Mr. Weidberg. Did you have the confidential comments before you ?
Mr. W yman. That I do not  know. I could not answer that.
Mr. W eidberg. Would not that  normally be part  of the folder  t ha t 

was placed before von for examination ?
Mr. Wyman. I f  there were matters as to which the  examiner felt 

he should be making confidential comments, it would be attached to 
the examination report.

Mr. Weidberg. Under  what circumstances would a confidential 
comment be excluded from a report tha t was sent to you for exami
nation ?

Mr. W yman. I believe it  would be excluded in any instance where 
the examiner d id not find any ma tter as to which he felt a confidential 
comment should be made, in his judgment.

Mr. Glick. Then if the report contains confidential comments, you 
would get them normally  ?

Mr. Wyman. It  would come to us, yes.
Mr. Weidberg. Calling your attention to the confidential comments 

in the examination of Janua ry 14,1957,1 quote :
The examin er believes that  every builder is requ ired  to buy mate ria ls from 

West Lumber Co. Maybe bui lder s are not told of thi s require ment in such 
exac t words  bu t it is put  acro ss by intimidation of the  officers of the  associa
tion or officers of West Lumber Co.

Atto rney  John son expressed  concern over our tak ing  affidavits from builders  
to the  effect of th is requirement. He tried  to “feel out ” the  examin er as to the  
reason for  the  stateme nts,  not knowing, but  suspecting, th at  such sta tem ents 
had been obtained . He sta ted  th at  seve ral builders  had  called him per tainin g 
to affidavi ts th at  exam iners  wan ted signed. The examiner asked for name s of 
those who called. He gave several. None of those names given were asked 
any thin g about any requ irem ents  per tainin g to their  loans. He the n asked if 
the examiner wanted  him to obtain affidavits from  seve ral bui lder s sta tin g th at  
the re was no requ irem ent th at  ma ter ials be purchased from Wes t Lumber Co.

When bui lder s sign affidavits for  a draw of const ruct ion funds, it  is requested 
th at  they lis t balances and names  of cred itors. With  few exceptions, the  only 
sta tem ent  under this port ion of the affidavi t is “Balance due West Lum ber Co.”

Officers a nd atto rneys of the  a ssociation will not give examiners complete in
form ation  p erta ining to unu sua l cases. Such info rma tion  m ust be obtained  from 
sources  outside the assoc iation.

Mr. Wyman, when Attorney Johnson offered to obtain  affidavits 
from several builders stat ing there was no requirement t ha t materials 
be purchased from the West Lumber Co., was this not a fact that was 
pertinent  to the issue then being examined by the examiner in charge 
here ?

7489 0— 63— p t  3------12
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Mr. Wyman. Well, it might  have been.
Mr. Weidberg. If  it might have been, why did he not accept the invita tion to obtain these affidavits?
Mr. Wyman. I don’t know. Tha t I couldn’t answer. I had nothing to do with  the examination of this association. I had nothing to do with the preparation  of the examination report. I had nothing to do with any discussions between Mr. T anner and Mr. Johnson; I know nothing about those discussions whatsoever, other than what Mr. Johnston testified in this report .
Mr. Glick. Did you not rely on the three affidavits submitted wherein it was alleged t ha t coercion was used with regard to hazard insurance and build ing materia ls ?
Mr. W yman. They were considered; they were recognized.
Mr. Glick. In fact, was not  this the basis for the allegation of coercion in your supervisory let ter ?
Mr. Wyman. Tha t was the basis in par t, but not the entire basis.Mr. Glick. Did you have othe r information as to-----
Mr. W yman. The examiner’s statement, which was included in the statement  t ha t I read to the subcommittee yesterday, which I  would like to repeat again.
Mr. Glick. No, I don’t think tha t is necessary. In  the examiner’s report it indicates he failed to get the  entire story by refusing to accept affidavits to the contrary,  would you not say ?
Mr. Wyman. No, I  wouldn’t say that.  I don’t know what the  examiner’s re lationships  were. I was not there at the time he made the examination. I do not, as I have stated here, I know nothing about the discussions tha t Mr. Johnson may have had with Mr. Tanner, or vice versa, beyond what I have stated in this statement.
Mr. Glick. The confidential comments indicate t ha t other affidavits were proffered to the examiner ; is that  righ t ?
Mr. Wyman. Tha t I don’t know. I don’t have the confidential comments in front of me.
Mr. Glick. Mr. W eidberg just read them to you. I will reread a sentence:
He—

refe rring to Mr. Johnson—
then asked if the examiner wanted  him to obtain  affidavits from several builders sta ting th at  there was no require ment th at  ma ter ials be purc hase d from West Lumber Co.

So there  was a proffer and the examiner  admits this, would you not say?
Mr. Wyman. I know what you have just read.
Mr. Glick. I am reading the examiner’s comments.
Mr. Wyman. The words speak for  themselves.
Mr. Moss. Hand the examination to Air. Wyman so we can get rid of th is “ I only know what  you just read” business. Let him identify the documant and read i t back to  you, and we will then know it is par t of the examination letter.
Air. Glick. Air. Chairman, this document or the copy here-----Air. AIoss. I want him to identi fy it.
Air. Glick. Air. Wyman, the chairman has asked you to identify the document.
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Mr. Wyman. This  is confidential information submitted by Ex 
aminer Jack R. Tanner as an attachment to the repor t of examina
tion of Jan uary 14, 1957, of the Fi rs t Federal Savings & Loan 
Association of Atlanta.  I would like to say furthermore-----

Mr. Glick. Excuse me, Mr. Wyman.
Does that  contain the sentence I  just read indica ting the examiner 

was offered affidavits by Mr. Johnson to i llust rate that there  was no 
coercion being employed by the association insofar as build ing mate
rial and hazard insurance might  be concerned ?

Mr. Wyman. This  contains the statement  tha t Mr. Johnson asked 
if the examiner wanted him to obtain affidavits from several builders 
stating there was no requirement tha t materials be purchased from 
West Lumber Co.

Mr. Moss. Mr. Tanner was offered such affidavits, wasn’t he, sir?
Mr. Wyman. (No response.)
Mr. Moss. The examiner is saying th is so he must have been-----
Mr. W yman. I would assume that  Mr. Johnson was offering to ob

tain affidavits for  the examiner if he wanted them.
Mr. Moss. That assumption would be based on the  statement of Mr. 

Tanner in the confidential section, wouldn’t it ?
Mr. Wyman. That is his statement.
I would like to say this, Mr. Chairman. I never read tha t confi

dential statement . I never saw i t before, as a matter of fact, person
ally. I never looked at it before.

Mr. W eidberg. Mr. Wyman, in your statement in the second pa ra
graph—

Mr. Moss. Ju st  a moment, please.
Mr. Glick. Mr. Wyman, you prepared a supervisory letter to the 

association based on an analysis of a 1957 examination or your Divi 
sion did, didn’t it?

Mr. Wyman. I t was prepared  in the Division; yes, sir.
Mr. Glick. And it was approved by you, wasn’t it  ?
Mr. Wyman. Yes.
Mr. Glick. Did it go out over your signature  ?
Mr. W yman. I believe it  was transm itted to our supervisory agent 

by letter, over my signature. I believe that is correct.
Mr. Glick. And this letter in turn from the supervisory agent to 

the association really incorpora ted your letter, didn’t it ?
Mr. Wyman. Yes.
Mr. Glick. Do you hold yoursel f responsible for the activities of 

your Division ?
Mr. W yman. Yes.
Mr. Glick. We already have every righ t to assume they had the 

full examination report before them when they were analyzing it in 
preparation fo r the supervisory comments?

Mr. Wyman. Yes.
Mr. Glick. Then they had this information in fro nt of them, didn’t 

they ?
Mr. Wyman. I  assume they must have had it.
Mr. Moss. What is the purpose of the confidential section of the 

examiner’s report?
Mr. W yman. Well, the purpose is to give the examiner a means by 

which to call attention  to the m atters  which he feels should be called
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to the attention of his superiors and of the supervising authorities.Beyond th at which he has been able to establish factual ly with documentary support.
Mr. Moss. The objective, then, is to provide the means whereby the examiner can communicate informally with those responsible for supervis ing these institu tions ?
Mr. W yman. Yes, sir.
Mr. Moss. To alert them to things which, while he has every conviction exists, at the moment he has no documentation for ; is tha t correct ?
Mr. Wyman. Or has inadequate documentation.
Mr. Moss. Or has inadequate documentation. «And yet in this instance where you have received three affidavits alleging coercion the confidential section was apparently  not read or considered prio r to addressing a supervisory lette r wherein it was alleged that—what was the allegation there ? *Mr. Glick. I  believe this is it.
Mr. Moss (continuing). Where  it was alleged th a t:

Desp ite sta tem ents and assurances by the  associat ion’s d irectors and  management  furnished  in the  l at te r pa rt of 1954 following the  March  19, 1954, exam ination, the subj ect report contains  info rma tion  furnished  by borrowers , some in the  form of affidavits, to the  effect th at  persons connected with the  association an d/or  rela ted  ente rpri ses  (West Lumber Co. and  Home Owners Co.) have required, through  thr ea t of stoppage of construction  loan advances, that  they (the borrowers)  : (a)  purc hase building mater ials from West  Lumber Co., (b) obtain hazard insu rance from  the  Home Owners Co., (c) permit the  la tte r to act  as agent in the sale of houses cons truc ted wi th association financing.
Tha t is the allegation contained in the supervisory letter. Yet. you as the head of the supervision signed th at  le tter and d idn’t bother to  look at the confidential section of the examination report.
Mr. W yman. I did not personally study the examination report. I did not personally study the confidential section or repo rt by the examiner, and furthermore, the lette r we sent to the supervisory agent and which he in turn  sent to the association, requested them to make thei r invest igation into the facts and to  take such action as was necessary and p roper to correct any practices.
Mr. Moss. I just wanted to show tha t you d idn’t bother to look at the confidential section in this interest.
Mr. Glick. Wasn't this in fact the basis for your requirement tha t the board adopt a policy as set forth in their lette r of Apri l 14—tha t the association will not knowingly allow any coercion of any builder by which he may be required to buy any material from any particular company ?
Mr. Wyman. The basis fo r tha t was the examiner’s statement which was included in my s tatement to this subcommittee yesterday.Mr. Glick. Yes, indeed, and-----
Mr. Wyman. Together with the three affidavits tha t were attached to the examination report.
Mr. Glick. Which did not present the entire picture, is t ha t not correct ?
Mr. Wyman. I don't  know whether it presented the entire picture or not.
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Mr. Glick. Well, if all the available information on the matt er 
was not submitted by the examiner, would you say he neglected to 
present the  enti re picture?

Mr. Wyman. Well, i f there was substantial  factual informat ion——
Mr. Glick. Mr. Wyman, excuse me for inte rrup ting , but I thin k 

tha t question can be answered simply by a “Yes’" or “No,” and, Mr. 
Chairman, I  ask that  he be directed to answer “Yes” or “No.1"

Mr. Moss. Well, let ’s hear his position first.
Mr. Glick. Can you answer the question “Yes,” Mr. Wyman ?
Mr. Wyman. I am not sure tha t I can. I don’t want to answer 

“Yes” or “No” to something-----
Mr. Moss. Do you want to give a good old college try, Mr. Wyman, 

and answer it “Yes” or “No” ?
Mr. Wyman. If  you will read the question back to me I will be 

glad to try  to do so. Not that I don't want to answer the question. 
I will be glad to answer it if I can and will be glad  to answer “ A es’ 
or “No.”

Mr. Glick. Wil l the reporter read the question back, please?
The Reporter. Mr. Glick: Well, if all the available information 

on the matter was not submitted by the examiner, would you say he 
neglected to present the entire picture ?

Mr. Moss. Did you hear that  ?
Mr. Wyman. Yes; I heard it.
I would have to qualify tha t.
Mr. Glick. Will  you answer it “Yes” or “No,” and then qual ify it, 

please ? Or can you ?
Mr. W yman. I cannot.
Mr. Moss. Go ahead and answer the question.
Mr. W yman. I think  if  he failed to report any substantial or essen

tial information tha t then we did not have all the information or 
facts. That would be the logical conclusion. I can’t say if every single 
fact was not presented tha t he had failed to make an adequate report. 
I couldn’t go tha t far.

Mr. Glick. We are talk ing about this individual item of concern, 
the matte r of coercion of borrowers by the association.

Now, in this  par ticu lar case, inasmuch as the examiner indicates 
tha t he was offered other  affidavits to the contrary of the three tha t he 
did submit and tha t he did not take those affidavits, then in fact  did 
he get all the facts relative to the matter of coercion ?

Mr. Wyman. I do not know whether he got all the  facts  or whether 
he didn ’t. If  the re were other  persons or o ther borrowers  from whom 
affidavits could have been obtained, and they were not obtained, the 
examination report to tha t extent  would be lacking, let’s say.

Mr. Holifield. Or incomplete.
Mr. Wyman. In  completeness or in a sense of completeness. 

Whether those affidavits would have changed what has been presented 
or not is something I do not know.

Mr. Glick. Mr. Wyman, did the examiner submit any affidavits tha t 
did not indicate coercion ?

Mr. Wyman. To the best of my recollection he did not. I have 
no knowledge that he did.

Mr. H olifield. Would you have indicated a company as practic ing 
coercion i f you had three affidavits from binders saying they had been
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coerced and three  affidavits from o ther builders  saying tha t they  had 
not been coerced—would you on tha t type of evidence indict a company as guilty  of coercion? If  you had three affidavits laying on 
the table before you tha t said they did and three tha t said they did not, how would you make a decision in a case like that  ?

Mr. Wyman. I don’t know how. You w’ould have three for and 
three against and it looks like you would come out with a tie.

Mr. Holifield. You would come out with a tie and you could not make an honest decision on tha t basis ?
Mr. W yman. Tha t is right.
Mr. H olifield. If  you had three before you who said they had  been coerced and your own examiner had an offer of others saying they 

were not coerced, were you in effect justified in using that  evidence as proof of coercion ? The three tha t you had, when you had others o ffered which would offset them? Did you in fact make a just de
cision when you used those three as grounds for  coercion without 
availing yourself of offered affidavits on the other side of the question, which deny coercion?

Mr. Wyman. Well, I think our conclusion, our appraisal of the situation  was correct. I  have seen-----
Mr. Holifield. I am not interested  in that . I am asking you the question. I  asked you the question.
Mr. Wyman. Well, if we had three  on one side and three on the other side or whatever it might have been, if it was an even split, 

had there been no other  factors  to  be taken into account—there were other factors in this case, incidental ly, but if there were no others, 
then you would have as I say pret ty much of a tie and I don’t, frankly, know how you would make a decision on tha t and I presume it would be resolved in favor of the association, I  would suppose, in those circumstances.

Mr. Holifield. Tha t is a fa ir answer.
Now, let’s get to the second question I asked you, tha t if you had three affidavits before you charging coercion and you had an offer of affidavits equal in number, three or more denying coercion and 

you did not accept the offer to look a t those or to obtain those th at denied coercion, would you in effect be making a just decision to only 
use the three tha t you had charging  coercion? Would that  be a just decision ?

Mr. Wyman. Well, I think that first of all-----
Mr. Holifield. I think you can answer that question yes or no, Mr. Wyman.
Mr. Wyman. I would thin k in those circumstances there should have been an effort made to obtain the other  affidavits. I think tha t would have been a fa ir and reasonable thing  to do and-----
Mr. Holifield. That is right . And actually, you used tha t as your dominat ing factor  in charging these people with coercion when 

you did that,  you actually failed to use evidence which was offered to 
your examiner and which he should have obtained in good faith  in order to give you here in Washington a chance to make a f air  evalua
tion and a f air  determination. You were in a position of making it 
a serious charge on p art ial evidence when other evidence was available, wTere you not  ?
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Mr. W yman. Other  evidence, according to this, had been proffered, 
let’s say, or he had offered to obtain it for the examiner.

Mr. Holifield. But your examiner didn’t get it.
Mr. Wyman. Not to my knowledge, he didn’t.
Mr. H olifield. Therefore, you were in the position of making a 

serious de rogatory charge on the basis of incomplete evidence, were 
you not? I thin k you can honestly say yes to th at question. You are 
a man of honor,  I  am sure of th at, and I  think you can answer that .

Mr. Wyman. That is not the only consideration, Mr. Holifield. 
There were other facts and factors involved in th is operation-----

Mr. H olifield. But  these are the facts you placed in your record. 
These are the only facts you have given us which say tha t coercion— 
you used these as the evidence of coercion. Now, if  there are other 
facts, what were the other facts of coercion, other than those affidavits?

Mr. Wyman. Not directly pertainin g to and ident ifying coercion 
as such.

Mr. Holifield. Tha t is what we are talk ing about—coercion—and 
you used these affidavits as justification for making a finding of 
coercion. I thin k you can answer that .

Mr. Wyman. We relied on the affidavits.
Mr. Holifield. Tha t is righ t—and you relied on incomplete evi

dence, did you not; and othe r evidence was offered to you which would 
have made y our evidence more complete? You relied on incomplete 
evidence in making tha t dete rmin ation; didn’t you ?

Mr. W yman. Well, we m ight  have had broader coverage.
Mr. Holifield. I think you can say yes to that.
Mr. Wyman. We might have had broader coverage or more evi

dence. I don’t know what the evidence would have shown.
Mr. Holifield. I am no t judging as to whether the men who gave 

the affidavits were honorable men. You didn’t go behind the affidavit. 
I am not judg ing that.  I am saying you made a deroga tory charge 
against an association based on incomplete evidence, when you could 
have had more complete evidence.

Mr. W yman. I t was based no t only on the  affidavits, bu t upon the 
statement which the  examiner himself made in his examination repor t 
which was supplementary to the affidavits themselves.

Mr. H olifield. What o ther statement  did he make in the examina
tion repo rt which was more important to you or part ially as impor
tan t as the affidavits o f coercion? I would consider the affidavits of 
coercion a very substantial piece of evidence.

Mr. Wyman. It  is supplemental to the affidavits.
Mr. H olifield. Wha t was it?
Mr. Wyman. The examiner’s statement, which I included in the 

statement tha t I read to the committee yesterday. I t is quite brief. 
I would be glad  to reread it.

Mr. H olifield. What pa rt of t ha t statement ? Reread it.
Mr. Wyman. It  is on page 21, pa rt (f ),  beginning  at the second 

line. It  says tha t the examiner stated t hat —
I t app ears th at  West  Lumber Co. supplies the  vast major ity  of the  build ing 

ma ter ials for  construction  financed through  Fi rs t Federal.
Mr. Holifield. Yes. All right.
Mr. Wyman (continuing).
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Exa min ers  were  informed by several  builders  th at  thi s is a requ irem ent for 
secu ring  funds from thi s associa tion.

Mr. Holifield. Are these the builders who made the affidavit? 
Mr. Wyman. Not to my knowledge.
Mr. Holifield. But you have no evidence before you except the 

three  affidavits from the builders to this effect, do you?
Mr. W yman. Nothing beyond what the  examiner states here.
Mr. Glick. Excuse me. Mr. Holifield, I have a copy of the ex

amination repo rt of 1957 which is the subject of discussion from 
which Mr. Wyman has just read an excerpt, and  I think  he read two 
out of three sentences of a small paragraph  rela tive to this matter  and 
I think the  third  sentence is equally impor tant.

Mr. Holifield. Read the whole thing  into the  record.
Mr. Glick. The thi rd sentence-----
Mr. H olifield. Read the whole paragraph.
Mr. Glick (reading) :
It  appears  th at  West  Lumber Co. supplies the  vast majori ty of the  building  

ma ter ials fo r cons truction financed through  Fi rs t Federal . Exa miners were 
informed by seve ral builders th at  t his  is a requiremen t for  securing fund s from 
thi s assoc iation.

Then this is the sentence tha t was le ft out by Mr. Wy man:
Exh ibit s 16-1 through 16-3 were  obtained  from builders  during the exam ina

tion and per tain to this requirement.
So, in fact, the examiner only submitted affidavits from three 

sources to substantiate his  finding.
Mr. Wyman. Tha t is correct, but that does not mean tha t the only 

builders he ta lked to were those three.
Mr. Glick. Do you know how many builders he did speak to?
Mr. Wyman. No, sir ; I do not.
Mr. Moss. We could conclude the only three he got  affidavits from 

were those three?
Mr. Wyman. Yes, I would so conclude.
Mr. Moss. Therefore, he migh t have been seeking only affidavits in 

support of a charge of coercion, rather than  affidavits denying a 
charge of coercion ?

Mr. W yman. Well, I don't believe he would, but  t ha t is a question 
the examiner would have to answer, himself. I would be unable to 
answer that.

Mr. H olifield. Well, you go ahead in your statement there and you 
include additional information-----

Mr. Moss. Let’s go a little  fur the r here. It  says, very interestingly, 
this mat ter of  coercion becomes a ma tter of concern in a memorandum 
of December 13, 1957, from Mr. Ammann to Mr. Bonesteel regarding 
the examination of Fir st Federal.

The last paragraph says th a t:
We cont inue  to hear charges of coercive prac tices such as forcing the  associa 

tion ’s borrowers  to take out insu rance and purc hase mater ials and supplies from 
West-aff iliated concerns. Again, we recognize the  difficulties the  examiner  faces 
in fac tua lly  supporting—
not fac tually determining the accuracy of  but—
fac tua lly  supp orting such charg es, not the  lea st of which is the  reluctan ce of 
the aggrieved  borrower to reduce his complaint  to writ ing.  Nonetheless, any
thing substant ive  in th is di rect ion would  be appreciated.



STUD Y OF THE FEDE RA L HO ME LOAN BAN K BOARD 179

Nothing substantive on the whole question of coercion but in the 
direction of supporting  the charge of coercion.

You gentlemen now will go out and in your next examination you 
will undertake to develop evidence supportin g a charge of coercion. 
Now, th at is not an objective effort to secure information. This is an 
effort to build a case. Now, is tha t the role of supervision, is it, to 
objectively seek all facts, to determine not tha t you can support a 
charge of coercion but to determine whether there is coercion and to 
seek impar tially  evidence both supporting  and denying? But this is 
a direc tion from Ammann to Bonesteel. We will put it in the record 
at this  point.

• (The document fol lows:)
F ed eral  H o m e  L oa n B a n k  B oard,

D iv is io n  of  Su pe r v is io n ,
December 1 3,1 951 .

0  To : Verne C. Bo nesteel , Dire ctor , Division of Examinations.
From  : A. V. Ammann.
Su bjec t: Fi rs t Fed era l Saving s & Loan Associa tion of Atlanta, Atlanta, Ga.

This  is to supp leme nt our  memorandum to you dat ed November 26, req ues t

ing an earl y exa min atio n of thi s association.
In connection with the  second par agrap h of such memorandum (con cern ing 

sui ts rel ating to usu rio us prac tic es ). It  is requested  th at  the  rep ort  include  

copies of any pleading s (o ther  tha n thos e which accompa nied the Ja nu ar y 14, 

1957 examin atio n re po rt ) filed in the  suit of Norwood vers us the asso ciat ion; 

and copies of all pleading s filed in the  s uit s by Lee Lindsey and Jac k Hanes  (r e

ferred  to in the  previo us repo rt ) : also copies of plead ings filed in any  oth er sui ts 

involving quest ions of usu ry th at  may have been ins titute d dur ing  the  exa mina

tion period.
It  is our  und ers tan din g th at  no appeal ha s been taken to the  Septe mber  4, 

1957, decre e in the  Norwood usu ry su it and th at  time  for  appeal has  passe d. 

Since it is our  info rma tion  th at  the  charges by the association (in te re st  and 

service charge for which no specific service was ren dered ) on the  last  five Nor

wood note s wer e held to be usur ious , the  examin er should  asc erta in, if possible, 

and rep ort  the  method of com putation by which it was deter mined th at  the  

asso ciat ion’s cha rges exceeded the  maxim um permit ted un der  Georgia law,  and 

the  amo unt  by which such char ges exceeded those perm itted by law. It  would 

be desi rable also (us ing  the Norwood decision as a guide, if th at  is fea sib le)  

th at  the  ex aminer investi gate  and  rep ort  the fact  as to any oth er loan s on which 

it  app ear s th at  the  asso ciat ion’s charg es were usur ious.  The  exa miner ’s in

vest igati on shou ld includ e specifical ly the  loans  to Lee Lindsey and Jack  Hane s 

and the  loa ns to other individ uals  from whom releases  o f liab ilit y wer e obtain ed. 

Also, any fac ts with resp ect to relea ses from, and volunt ary  refu nds  to, bor

row ers which  could be considered as actio n designed  to corr ect usu riou s charg es 

should be reporte d upon and pho tost atic ally  supported. This  will of course in-

• elude the  12 borro wers  mentio ned in comment 7-D  on page IBM of the las t re

por t; pre sen tat ion  of any of these cases should include copies of the releases. 

It  is recognized th at  the  quest ion of wh at may con stit ute  usu riou s charges  is 

qui te complex. It  is suggested in thi s reg ard  th at  a discuss ion with Norwood’s 

counsel may be he lpful  in view of his fa miliar ity  with the rece nt litig atio n.

• We con tinu e to he ar char ges of coercive practic es such as forcing  the  asso

cia tion ’s borrowe rs to tak e out ins ura nce  and  purc hase mate ria ls and  supplies 

from West-a ffiliated concerns. Again, we recognize the  difficulties the  exam iner  

face s in fac tua lly  sup por ting  such charges, not the  lea st of which is the  re

luctanc e of the aggrieved borr owe r to redu ce his complain t to wri ting. None

theles s, any thin g sub sta ntive in thi s direction  would be appreci ated .
A. V. A m m a n n , Associa te Direct or.

Mr. Moss. The foregoing directs th.it  you build  the case to support 
a charge of coercion—objectivity out the window.

This is, again, the sort of thing that  disturbs me.
In at least three cases we have had with you folks, it seems to be a

predetermined position of supervision, and E xamination then goes out
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to build a case and I  know tha t is no t the role intended for you by the 
Congress and I seriously doubt th at it is the role intended for you by 
the Board.

We have the righ t to expect more impartial work and you can be 
just  as vigorous in your supervision and achieve proper  results with
out having to become a part isan in dealing with these associations.

Mr. Wyman. I can’t speak for the Congress or the Board but I 
certainly  know i t is not p ar t of my intention  to  secure any such posi
tion as that.

Mr. Moss. Well, you heard the let ter read.
Mr. Wyman. Yes, I heard the  letter  read.
Mr. Moss. Wha t does it direct ?
Mr. Wyman. There are other  facts tha t have to be taken into 

consideration.
Mr. Moss. Mr. Wyman, there are not other facts tha t have to be 

taken in to consideration. The lette r stands on i ts own feet. It  deals 
specifically with the charges of coercion and it  tells them to go out and 
build a case for coercion. It  says—

In  t hat d irection , s upport it.
It  is like handing down the verdic t and saying, “Go out and put to

gether something to support it .”
Mr. Wyman. Well, there are certainly  tremendous evidences of 

coercive practice.
Mr. Moss. You haven’t proven them to this date; have you? Here 

we are now 5 years later and you may still suspect them but you 
haven’t proven it to this date.

Mr. Wyman. I th ink I would be quite naive not to suspect them.
Mr. Moss. Well, Mr. Wyman, I might say tha t wherever you had 

by a Board policy, through the issuance of charters,  through or
ganizing directors, in the broad spectrum the entire building field 
represents, tha t you would be indeed naive not to expect th at it exists. 
But to expect t hat  it exists in only one association would be naivety 
of an even more disturbin g form to me.

Mr. W yman. I think t ha t is a fai r statement. I would agree with 
that . I would agree with that. I think tha t is a fai r statement.

Mr. Weidberg. Mr. Wyman, did  you examine the affidavit yourself?
Mr. Wyman. I believe I read the affidavits, yes.
Mr. Glick. Did you examine the 1950 examination in preparing 

your statement for the committee ?
Mr. Wyman. Do you mean the 1957 examination ?
Mr. Glick. Yes.
Mr.W yman. D id i-----
Mr. Glick. Did you review the examinat ion of the institut ion as of 

Jan uary 14,1957, in prepar ing your written statement before the com
mittee—which you presented to the committee yesterday ?

Mr. Wyman. No, sir.
Mr. Glick. You did not ?
Mr. Wyman. No, sir.
Mr. Glick. These quotes came from what source ?
Mr. Wyman. The quotes taken for the purpose of preparing this 

statement, they were taken  from an earlier summation that  had been 
prepared by the staff of  my division wherein they endeavored to sum-
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marize the essential facts. Pa rt of i t was taken from an ea rlier  s tate
ment tha t I  had  prepared looking toward  the possibility that I might 
be called upon to test ify before Mr. Johnson’s testimony but which I , 
of course, didn ’t use except to draw certain factua l statements, in
cluding certain  quotations. But  I did not review the examination 
report.

Mr. Glick. Do you accept responsib ility for your staff in their field 
of work ?

Mr. Wyman. Yes.
Mr. Glick. Then any information they have could be prope rly im

puted to you ?
• Mr. Wyman. If  it is faith ful and honestly given to me ; yes.

Mr. Glick. In  your statement on page 5, the second par agr aph —in 
fact this is item 3. In  the second para graph you deal with the m atter 
of affidavits relative to coercion, and so forth, and in the first line you

• say:
I have no information as to any discussion he— 

meaning Mr. Johnson—
may have had with Examiner Tanner concerning this matter.

Is tha t a correct reading of your statement ?
Mr. Wyman. Yes, sir.
Mr. Glick. The fact is now there was other  information ?
Mr. Moss. Let ’s be fair. Mr. Wyman is testifying  here as to knowl

edge gleaned in the course of discussions with Mr. Johnson.  The 
statement  deals with tha t. While it goes into other areas and incorpo
rates them into the statement the essential question in the statement of 
Mr. Wyman is whether or not testimony given to this committee by 
Mr. Johnson reflected the true nature of the discussions between the 
two of them. And while he may have had  in his files other informa
tion, it is also, I think,  inescapably true  tha t Mr. Johnson could not 
have had knowledge of what was in the files, nor could he have knowl
edge of what was in the confidential section of the examiner's report.  
And while th at  was available to Mr. Wyman we must deal here only 
with the question of th at which was obta ined throug h the discussions 
between the two gentlemen.

Air. Glick. Mr. Chairman, if you will forgive me, I overlooked 
reading  the preceding phrase of that sentence which is-----

• Air. AIoss. If  it is established tha t this is incorporated in the dis
cussion between the two then I  think the question is proper but standing 
by itself  it isn’t.

Air. Glick. Well Air. AVyman states:
• Except for Mr. Johnson’s testimony, I have no information-----

Air. AIoss. Tha t would be inaccurate because he did  have the info r
mation. Whether or not he had knowledge of it.

Air. Wyman. I was not personally aware of tha t information in 
the confidential section of the report a t the time.

Air. AIoss. I would like to get into the substance if  I  could of this 
agreement between Johnson and Wyman as to what actua lly took 
place in those discussions.

For instance, in Air. Johnson’s statement (see p. 86).
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Mr. Wyman, if yon will sta rt with me and follow me as I read 
the thi rd p arag raph—and this is Mr. Johnson’s statement:

This was confirmed in my conv ersation wi th Mr. Wyman. Mr. Wyman took the  position th at  the  Fi rs t Fed era l Savings & Loan Association, the  West Lumber Co., and the  Home Owners Co. were  affiliates.
Is tha t correct  ?
Mr. Wyman. I might have used the term affiliates.”
Mr. Moss. I think  you conceded yesterday tha t you did and you 

used this in the sense of a definition.
Mr. Wyman. An abbreviation of a relationship that existed.
Mr. Moss. Tha t portion of the statement you would agree is a 

correct portion ? Or, would you agree it is a correct portion ?
Mr. Wyman. I think  I have referred to them as being affiliated, 

or as affiliates in the sense that I  stated  in my statement.
Mr. Moss. The sense here is the sense of the conversation with 

Johnson. Any subsequent definition of what you meant would not 
have been made to Johnson at  that time. So Johnson is only reporting 
on his conversation with you. So, is t hat  portion of his statement 
a correct statement? Is it a reasonably accurate repo rt of the conversation ?

This  was confirmed in my conversation with  Mr. Wyman. Mr. Wyman took the position that  the Fi rs t Feder al Savings & Loan Association, the  West Lumber Co., and  the Home Owners Co. were affiliates.
Mr. W yman. I probably used the  term in the sense tha t I  stated.
Air. Moss. I didn’t ask how you used the term. I asked you, if 

the repor ting of the conversation by Johnson in this statement to the 
committee is a correct report . I don’t care how you used the term.

Mr. Wyman. He probably is correct on that. I-----
Mr. Moss. Let’s go a little  fu rthe r:

I discussed with him the  var ious ownership  of stock in the Home Owners Co. and  the  West  Lumber Co. Mr. Wyman said  th at  the  Board, meaning the  Home Loan Bank Board,  could not  stand by and see the  assoc iation continue  to be opera ted as it  had  been operated, that  the management of the  Federa l Savings & Loan Association were  acting as trustees for  the  people who had  inves ted money in the  association, that  they had to be absolutely above suspicion.
Now, is tha t a correct report of the conversations you gentlemen had ?
Mr. Wyman. No, si r; I did not say to him tha t the Federa l Home 

Loan Bank Board was not going to stand bv and see the association 
continue to operate as it had been operated. I did not make tha t statement to him.

Mr. Moss. That wasn’t the sense of your discussion ?
Mr. W yman. The sense of mv discussion with him was th at in sum

mary fashion to refer to various transac tions tha t had occurred—the 
purchase of loans from Home Owners Co., the evidences we had of 
coercion, the apparent overlending or overappraisal as shown by the 
fact  t ha t in some instances loans were being made in amounts which 
enabled buyers to mortgage out and matters also pe rtain ing to p rac
tices which had resulted in a large delinquency ratio, a large real 
estate owned account, and those essential, important  aspects of the 
operation of the association.

Mr. Moss. Well, is Air. Johnson’s statement  just  read to you an 
untruthful statement ?
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Mr. Wyman. Yes; it is u ntru thfu l, I think , Mr. Chairman,  in  w hat 
he says to the effect t ha t I told him the Federal Home Loan Bank 
Board was not going to stand by and see the association continue to 
operate as it had been operated.

Mr. Moss. Did you express satisfaction with the method of operat
ing up to tha t point ?

Mr. W yman. Pardon?
Mr. Moss. Did you express satisfaction with its operation up to 

tha t point?
Mr. Wyman. No, sir.
Mr. Moss. Did you express dissatisfaction ?
Mr. W yman. Yes, sir.
Mr. Moss. Did you indicate tha t it was free to go ahead and to 

continue to operate as it had been operating ?
Mr. Wyman. The best of my recollection is tha t I told Mr. J oh n

son there should be some changes made in certain  practices and in ce r
tain  phases of the operation. These discussions all took place, I may 
say, following Mr. Johnson’s very explicit represen tation to me as to 
why he was there.

Mr. Moss. That is all right . I am only interested in this at the 
moment:

I dis cusse d with  him  th e va rio us  ow ner ship of stock in  th e Hom e Ow ner s 
Co. an d th e W est L um ber Co.

Was this discussed?
Mr. Wyman. I t may have been. I don’t recall.
Mr. Moss. Was it discussed, Mr. Wyman? This was an extensive 

conversation.
Mr. Wyman. I don’t recall.
Mr. Moss. You characterize his statement as untruthful.  Now let’s 

find out where it is untruthful .
Air. W yman. I characterize  i t as being u ntruth ful  in the m atte r of 

what I said the Board was going to do.
Air. Aloss. I asked you if the statement was untrue. Now we want 

to find out where it is untrue.
Did you discuss the various ownership of stock in the Home Own

ers Co., AVest Lumber—these affiliates?
Air. Wyman. I don’t think I discussed it. He may have discussed 

it. He may have mentioned to me the amount of stock. I am not 
positive.

Air. Moss. Let  us get his statement:
“I discussed with him.” “I  discussed with him.”
Did he ? “Him ” is “you.”
Air. Wyman. He may have discussed it. He may have referred to 

the ownership of the stock.
Air. Aloss. You take exception to what  he says and  you must have 

better recollection than that.  I t is serious to tell me tha t a witness 
has come here and lied to me under oath.

Do you deny tha t he discussed with  you the stock ownership of the 
various “affiliates” ?

Air. Wyman. No, I wouldn’t deny he discussed it with me.
Mr. Aloss. Then that  portion of the statement  is not untrue?
Air. AVyman. I don’t think I  made any reference to th at in my state

ment tha t I presented to this committee.



184 STUDY OF THE FEDERAL HOME LOAN BANK BOARD

Mr. Moss. I just wanted to  find out what this man to ld me, whether 
it is t rue.

Now you indicate categorically, you deny tha t you stated, or that  
a reasonable man could conclude from the discussion—tha t it  was your 
position tha t the Home Loan Bank  Board could not stand by and see 
the association continue to be operated as it  had been operated ?

Mr. Wyman. I d idn’t make that  statement to him.
Mr. Moss. Did he say that  you couldn’t stand by ?
Mr. Wyman. No, sir ; I  did not.
Mr. Moss. Did you say that the association couldn’t continue to be 

operated as it  had been operated  ?
Mr. W yman. No, s ir; I did not. I told him it shouldn’t be.
Mr. Moss. All right,  we will change “couldn’t” to “shouldn’t-”
We read it this  way:
Mr. Wyman said  th at  the B oard  “shouldn’t” sta nd by.
Mr. Wyman. No, sir;  I  didn’t say that.
Mr. Moss. Did you discuss the advisability of it continuing to oper

ate as it had been operating?
Mr. Wyman. T discussed that with him.
Mr. Moss. All right, then th at was discussed.
Did you tell him that the officers and management of the association 

were acting as trustees fo r the people and that they had to be absolutely 
above suspicion ?

Mr. Wyman. T don’t recall that  I made that  statement, although 
I would not say tha t I  did not make it.

Mr. Moss. No, I wouldn’t either, because quite a number of others 
have reported  to us the sense of conversations with you where the same 
idea was conveyed.

So you wouldn’t deny tha t tha t was inaccurate?
Mr. Wyman. No, I wouldn’t.
Mr. Moss. I have just gone through the statement with you and you 

did not deny the sense of the statement. You discussed with him a need 
for changes in operation, you discussed with him or he discussed with  
you the various stock ownerships and you did not deny that  you had 
a discussion bearing  upon the trustee  role of management, so tha t 
statement  would appear to be true  in substance. It  is no t offered as a 
direct quote by Mr. Johnson. It  is an effort to convey a sense of 
discussion.

Then he goes on and he says tha t—
* * * the re m ust n ot only be no conflict of  in ter es t but n othing which could be con
strued  as conflict of interest. He said  th at  he had discussed this  ma tte r with 
the  members of the  Board  and  th at  cer tain actions had  to be taken .

Mr. Wyman. I made no such statement to Mr. Johnson.
Mr. Moss. Did you discuss with him the mat ter of conflict of in

terest ?
Mr. Wyman. Yes. I believe I did.
Air. Moss. Did you s tate your conviction as to the need fo r officers 

and management being completely above any suspicions of conflict of 
interest ?

Air. Wyman. I do not recall th at I  used any such expression as that.
Air. Moss. Do you deny tha t you used such an expression?
Mr. Wyman. I would not deny th at I used it. I  do not believe that 

I  did.
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Mr. Moss. Could you in the course of a conversation under such 
conditions have made such a statement ?

Mr. Wyman. I could have.
Mr. Moss. Then tha t is not untrue, is it ?
Well, in your memorandum for the record of March 4, 1958, where

in you set out the substance of your conversations with Mr. Johnson, 
item No. 4 would appear to bear directly upon the portion of his 
testimony just  read.
These actions, as  state d to Mr. Johnson, are—

item No. 4—
Assumption and  fulf illment by the  board  of dire ctors of their  responsibility and  
duty to see to it th at  app raisal s and  loans made by the  associat ion are on a 
sound bas is ; th at  self-dealing is permanently  elim inated from the  asso cia tion ’s 
opera tio ns ; th at  the re is no coercion of borrowers in connection with the  p lacin g 
of insurance  on proper ties mortgaged by them to the  association, or in the  pu r
chase of mate ria ls used  in the  construction of houses financed by the  association ; 
and th at  in these and all other respects  to see to it  t ha t the  a ssoc iation is oper
ated  in a  sound and p roper manner.

Now, isn’t tha t what he said here, tha t there must not only be no 
conflict of interest but nothing which could be construed as conflict 
of interest? Isn’t tha t what he reported? You repor ted it. You 
verified it. That is not untrue.

Let us go on to the next statement. “He said tha t he had dis
cussed this mat ter with the members of the Board and that certain  
actions had to be taken.” Is that  a correct s tatement ?

Mr. Wyman. I did not say tha t to Mr. Johnson.
Air. Moss. Did you discuss the mat ters wi th the Board ?
Mr. Wyman. I had discussed the  mat ters with the Board  bu t I did 

not say to him th at  certain actions had to be taken.
Mr. Moss. Did you tell him you discussed the mat ter with the 

Board?
Mr. W yman. I did, yes, sir, but the mat ter was discussed with the 

Board afte r he came in.
Mr. Moss. Did you tell him no action had to be taken ?
Mr. W yman. I did not tell him action had to be taken or t ha t the 

Board  determined action had to be taken  or tha t the Board was not 
going to stand  by and see it operated as it had been. I did not say 
that.

Mr. Moss. Can you categorically deny tha t the substance of these 
remarks never came up in the conversation ?

Mr. Wyman. I did not make those statements to Mr. Johnson. We 
did discuss these various things and I did state to him substan tially 
what you have read  out of t ha t numbered parag raph  4.

Mr. Moss (reading) :
After discu ssing  the  ma tte r with  Mr. Johnson for  approximate ly one and a 

ha lf hours yes terd ay afte rnoon I arrang ed to meet with  him again thi s morning 
at  abou t 10:30, at  which meeting Messrs. J. M. Broullire and R. A. Schel lhase 
were also  present. At today’s meeting I advised Mr. Johnson th at  since the 
associat ion’s dire ctors had requested my views I fe lt obliged to express  myself 
in term s of wha t, in my considered judgm ent, are  the  minimum steps  necessary  
to effect a ful l and permanen t correction  of the  malpractices which  hav e gone 
on in this association for  many yea rs and which we have repeated ly endeavored  
to get elim inated but  without  resu lts. These actions, as sta ted  to Mr. Johnson, 
ar e:  one, resignations by George West, Sr., and  George West, Jr. , as  dire ctor s 
and officers of the assoc iation, and their  replacement as directors  by two re
sponsible business or professional people.
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These are  the minimum steps necessary, no t desirable, but— 
necessary  to effect a full and permanen t correction  of the malpractices.

Yet you deny Mr. Johnson’s statement. He said tha t he had dis
cussed this matte r with the members of the Board and tha t certain 
actions had to be taken.

Would you place these demands without a discussion with the 
Board ?

Mr. Wyman. I merely answered his question.
Mr. Moss. I do not care, sir, if you answered his question or not. 

You have taken a man’s statement—made before th is committee under 
oath—and characterized it as an inaccurate  or false statement.

Mr. Wyman. I did not-----
Mr. Moss. It  is my business as chairman of this committee to deter

mine whether a witness has come before this committee and perjured 
himself.

Mr. Wyman. I did not tell him tha t I discussed this matter with 
the Board and th at certain  actions had to be taken. I told him what 
I thought was the minimum necessary if the board of directors-----

Mr. Moss. Did you tell him you were speaking for the Board ?
Mr. Wyman. How is th at?
Mr. Moss. Did you tell him you were speaking for the Board?
Mr. Wyman. No, si r, I did not. I did not say tha t to him.
Mr. Moss. Have you the authority to spell out minimum actions 

which are necessary, including the removal of directors, without sanc
tion by the Board?

Mr. W yman. I have the authority  to express my best judgment in 
response to a request th at is made of me by representatives of an asso
ciation for what I think would be adequate.

Mr. Moss. This is your judgment then and not the  Board’s j udg
ment?

Mr. Wyman. It  was my judgment at tha t time because of these 
things  at the  time of the  discussion on March 3, but this  was not stated 
to him until  the following day.

Mr. H olifield. It  does not make any difference what day it  was.
Mr. Moss. Ju st a moment. (Read ing:)
I couldn’t get anywhere wi th them. They made  no concession over their de

mands so I came to Washington  and talk ed to Mr. Wyman, I would say, be
tween 2 ^  and  3 hou rs the  afte rnoon of March  3 and  a larger pa rt  of the  next day.
So he is talking  about both conversations.

Mr. Wyman. I talked  with the Board about i t a fter the meeting on 
March 3 and then he came back on March 4 about 10:30 as I recall it 
in the morning, and we had another conference, of much shorter d ura 
tion than he indicated in the testimony, and at tha t time I told him 
what I thought would be necessary if the directors wanted to correct 
the situation fully and permanently. I did not tell him tha t the Board 
was not going to s tand by and see i t operated as it  had  been.

Mr. Moss. I think a reasonable man could conclude tha t if you 
stated tha t these are the minimum actions necessary to correct mal
practices tha t you were authorized by the Board to convey t ha t in
formation because without tha t author ization  you were without  
authority.



STUDY OF THE FEDERAL HOME LOAN BANK BOARD 187

Mr. H olifield. Mr. Chairman, in the letter -----
Mr. Glick. This  is an excerpt from the supervisory let ter acompany- 

ing the 1957 examination repo rt to the association.
Mr. H olifield. You s ay :
Such transactions are  not in the best interest of the association and its share

holders and are inimical to the concepts of fiduciary relationships; therefore, 
assurance is requested tha t there will be no fur the r transactions  which have 
either the appearance or fac t of a conflict of interest.

Mr. Johnson says:
That  there must not only he no conflict of in teres t bu t nothing which could be 

construed as conflict of in terest.
And this p aralle ls perfectly what  you said in  the superv isory letter.
Mr. W yman. I wouldn’t take any exception to tha t pa rt of it.
Mr. Holifield. Then tha t was true.
Mr. Wyman. I  would not take exception to tha t part of it.
Mr. Holifield. The chairman read to you certain requirements in 

your own letter there and Mr. Johnson said, speaking of you, Mr. 
Wy man:

He said tha t he had discussed this mat ter with the members of the  Board 
and that cer tain actions had to be taken.

Were not those the actions which the chairman read to you? 
Weren’t those certain actions to be taken ?

Mr. Wyman. Yes.
Mr. Holifield. That is true, then ?
Mr. Wyman. I discussed the matter with the Board.
Mr. Moss. Did you inform Mr. Johnson  tha t you had, following 

your first meeting, discussed the matter  with the Board ?
Mr. Wyman. No. Not to my recollection.
Mr. Moss. In  your second meeting with Mr. Johnson, you never told 

him on the day before you had discussed the matte r with the Board?
Mr. Wyman. To the best of my recollection, I did  not.
Mr. Moss. Your recollection has to be absolute, if  you deny it. You 

have entered a denial tha t you did. Now you say to the best of your 
recollection.

Mr. Wyman. I talked to the members of the Board about it fol
lowing the conference.

Mr. Moss. Could you have told him you discussed it with the Board ?
Mr. Wyman. I talked to the Board about it  following the conference 

on the afternoon of March 3.
Mr. Moss. He is rep orting on the  conversations covering 2 days.
Mr. Wyman. That is right. Then he came back.
Mr. Moss. Is it possible you told him, “I  talked to the Board 

yesterday” ?
Mr. Wyman. Mr. Chairman, I do not believe so. I cannot-----
Mr. Moss. I have his statement under  oath. You are under oath. 

You categorically denied it a t first, Mr. Wyman. Now you are  saying 
you do not really  know ?

Air. Wyman. I cannot recollect.
Mr. Moss. Therefore,  we will regard tha t as a true statement.
Now let us go over to another page (see p. 86).
Mr. Wyman stated tha t the Fir st Federal was not being operated for the bene

fit of the public but for the benefit of the West fam ily ; tha t the Wests, having 
control over the lumber company and he Home Owners Co., made any connec
tion at  all very undesirable; they must be completely divorced.

74 890 — 63 — pt . 3------ 13
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I disag reed  with him very vehemently. I told him if the re had  been abuses 
in the  past th at  this cer tain ly had not  been tru e for severa l years. I knew 
that  of my own knowledge.

Is th at portion of his statement true ?
Mr. Wyman. I do not recall saying to him, to Mr. Johnson, that the 

association was not being operated for the benefit of the public. I do 
not recall making tha t statement to him or anything having the 
substance of that statement.

I do not recall tha t Mr. Johnson disagreed with me vehemently 
about anything, but conversely, I  was impressed by his rather active 
and vigorous su pport  of what he represented to me to be a decision 
by the directors to correct these practices, eliminate them fu lly ; and 
permanently. He was, to me, more vehement in that area than he was 
in the a rea to which he is re ferr ing here on another page (see p. 86).

As a mat ter of fact, if there was any vehemence at any time in the 
conferences, which, incidentally, I  thought were on a rather courteous, 
even though maybe a firm, basis, but if there was any vehemence at 
any time it was by Mr. Johnson in respect to gettin g this  job done 
and not otherwise.

Mr. Moss. Did you feel that  the association at tha t time was being 
operated fo r the benefit of the West family ?

Mr. Wyman. Yes; I did  feel tha t way.
Mr. Moss. Is it  possible that t ha t was a part of the conversation with 

Mr. Johnson?
Mr. Wyman. It  is possible.
Mr. Moss. Did he tell you that if there had been abuses in the past 

tha t this certainly had not been true for several years; tha t he knew 
tha t of his own personal knowledge ?

Mr. Wyman. I do not recall th at  he made that  statement to me.
Mr. Moss. Your memorandum says:
I told Mr. Johnson that  I could not  in  good conscience suggest to him or agree  

to any hal fwa y measures to correct  the prac tices th at  have  prevailed  in this  
ins titu tion for many years,  but fel t obliged to give him an hone st answer  to 
wh at I assumed was a sincere reques t by the  d irectors for  my v iews as to what 
would constitute  a rea l and dependable solution to the  problem with  which 
the director s now app ear  to be concern ed; and th at  I could therefo re do no less 
tha n to ins ist  th at  the  causes  of the  improper  pract ices,  as well as the pract ices 
themselves, be eliminated.

Tha t conveys to me an impression of a discussion over the measures 
proposed, where you finally said :

Sir, this  is not going to be  halfway. It  is all  the way or noth ing.
That is the sense of his statement to the subcommittee. It  is the 

sense of the paragraph in your own statement.
The subcommittee will recess for 10 minutes.
(Short recess taken.)
(Whereupon, at 12 o’clock noon, the subcommittee was recessed to 

reconvene at 2 p.m., the same day.)

AFTERNOON SESSION

Mr. Moss. The subcommittee will be in order. Mr. Glick.
Mr. Glick. Mr Wyman, if you will please open up to page 89 of 

the prin ted testimony of Mr. Herbert Johnson,  Mr. Johnson is
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speaking, the  fi rst full  statement by Mr. Johnson. I will read it  into  
the record if you do not mind :

I informed Mr. Wyman of my purpose for being there . I informed him of 
the  action of the  boa rd and th at  it  looked from  the tone of the le tte rs from  
the superivso ry agent and  from the  tone of their verbal conversations wi th 
members of the  board th at  they were  seriously considering  some dra stic ac
tion, and my purp ose was to see wh at  could be done. Mr. Wyman assure d me 
that  they were  cons idering dra stic action . We discussed briefly wh at could be 
done, wh at the Boa rd might do, wh at the Board had  done in oth er cases 
in the past, and I asked Mr. Wyman wh at was necessary  f or  the  associat ion to 
do to remove thi s cloud of a seizure of the association, and we had cons iderable 
discusssion abo ut that.

Then I  asked the following question:
Mr. Johnson, at  th is point, if I may, did Mr. Wyman make you under stand 

that  he had  cer tain ideas in mind as to wh at the  assoc iation should do and , in 
fai lur e to comply wi th those  ideas, th at  the  asso ciation might well be seized?

Mr. Johnson responded as fol lows:
I would pu t it  a lit tle  bit differently . I, from our  conversation, got the  idea 

th at  posit ive action would be taken in the  very immedia te fu ture  by the  Home 
Loan Bank Boa rd unles s the  associat ion adop ted cer tain changes in procedure 
and  management. I cann ot say th at  Mr. Wyman posit ively told me that , but 
it  cer tain ly was understood  between us thro ugh out  the  whole conversat ion.

Would this  statement by Mr. Johnson be correct ?
Mr. Wyman. In  substan tial pa rt it is incorrect.
Mr. Glick. Where  exactly is it incorrect, sir? Let us sta rt off 

with the beginning. Did he inform you of his purpose to be there?
Mr. Wyman. li e  did inform me of his purpose in being there, 

namely, to carry out the instructions of his board of d irectors to dis
cuss with me cer tain proposals which they had developed following 
their  investiga tion pursuant to receipt of our lette r of December 2, 
1957, and to obtain  from me my frank opinion as to whether or not 
those proposals were adequate.

He did not make any statement whatsoever to me to the effect that 
the members of the Board, Federal Home Loan Bank Board,  pre 
sumably th at ’s wha t he refers to, were considering some drastic action 
and tha t his purpose  in being there was to see wha t could be done 
to remove the cloud of seizure from the association.

Mr. Glick. Did  he indicate tha t the association directors were 
concerned w ith what action the Home Loan Bank Board might take 
against  the association because of the supervisory complaints?

Mr. Wyman. No, sir, tha t was not part  of his conversation w ith me. 
His representation to me is what I have ju st testified a moment ago 
and what I  had set out in my statement yesterday.

Mr. Glick. Then he brough t forward to you certain proposals in 
behalf of the board of direc tors of the association ?

Mr. W yman. Yes, sir ; he had three of them, as I  recall it.
Mr. Glick. These you have set forth on page 11 of your s tatement  ?
Mr. W yman. That is correct.
Mr. Glick. Are  these in essence the response th at was contained in 

the letter o f Feb ruary 24,1958, from the association to the supervisory  
agent, which you received on March 6, I  believe, according to your 
statement ?

Mr. Wyman. It  was not a letter, as I  recall it. I t was a repo rt by 
the special committee of directors appointed by the board  of  directors, 
together with the evidence of thei r consideration of the r eport by tha t
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committee and its adoption, I believe, rath er than  in the form of a 
letter. I don’t know t ha t those three points are set out in precisely 
tha t form in the report to which you refer.

Mr. Glick. No. Well, this was the February 24 memorandum, I 
guess, from tha t committee which was contained or sent along with 
copy of minutes and cover letter of February 25 to Mr. Fogarty, for 
warded to you; is tha t correct ?

Mr. Wyman. I believe those three items there represent the sub
stance of the report  by tha t committee.

Mr. Glick. Then you voiced disapproval tha t this  would be suffi
cient to meet-----

Mr. W yman. No, sir, I  did not voice disapproval of those items, as 
such.

Mr. Glick. Tha t this would be sufficient to meet the supervisory 
comments ?

Mr. Wyman. He asked whether or not, in my f rank opinion, that  
the board of d irectors wanted to know my f rank  and candid opinion 
as to whether or  not in my judgment those were adequate to fully and 
permanent ly correct the thing s which the directors, as represented to 
me by him, had determined needed to be corrected.

Mr. Glick. Mr. Wyman, when you speak in  your office or in your 
supervisory capacity, you speak as agent for the Board, do you not ?

Mr. W yman. Yes, of course.
Mr. Glick. Fine. Then it was as a result  of your statement tha t 

these were insufficient—tha t you came forth with the other proposals, 
as outlined in your memo of March 4, a copy of which you sent to the 
Board on March 6; is that correct ?

Mr. Wyman. I don’t quite get t ha t question.
Mr. Glick. Mr. Johnson brought to you principal proposals from 

the directors as to what they believed would be sufficient action to 
rectify  or correct the matters of supervisory criticism. You have 
indicated tha t they were insufficient, in your opinion, and you so 
informed Mr. Johnson.

Mr. Wyman. Tha t is correct.
Mr. Glick. I assume this was on March 3d—from your own state

ment. The following day you outlined to Mr. Johnson what you 
believed would be required of the association to meet with your*’re
quirements. Is tha t correct?

Mr. Wyman. Yes ; it was on March 4.
Mr. Glick. These included the resignations of Messrs. West, Sr. 

and Jr. , resignation of Mrs. Mobley, and some o ther factors.
Mr. Wyman. Yes, tha t is correct.
Air. Glick. These, according to your own statement in tha t memo, 

were the minimum requirements, were they not?
Air. Wyman. Well, minimum or adequate, or  whatever description 

you want to use.
Air. AIoss. Do not leave i t to us as a choice; let  us leave it to you 

as a choice. The question was: Were these your minimum require
ments? The answer is “ Yes” because you so characterized them.

Air. W yman. Yes.
Air. AIoss. All right . AVe do not have to take choices. AVe have 

the precise language and the record should reflect it.
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Mr. Glick. In  discussing these with Mr. Johnson, was there any 
indication to him or any questions from him as to what might be 
expected from the Board  in the event that the association failed to 
adopt these requirements ?

Mr. Wyman. No, sir.
Mr. Glick. None whatsoever ?
Mr. Wyman. No, sir.
Mr. Glick. Mr. Johnson merely accepted these and said he would 

report back to the association ?
Mr. Wyman. I thin k we have to recognize the circumstances of 

his visit. He came to me with the representa tion tha t the directors 
had asked him to discuss the ir proposals with me and ascertain from 
me whether or not, in my honest and candid opinion, those proposals 
were adequate. I answered tha t question for him to the best of  my 
ability.

Mr. Moss. Let us put this thing in proper context now because that 
statement  on its face conveys an entirely  erroneous impression. We 
have to go back to the fact tha t there was a supervisory lette r writ ten 
to the directors of the association wherein certain allegations were 
made by the Division of  Supervision and the directors  were requested 
to take cer tain actions. In conformity with these actions, the directors 
then instructed their attorney to come for fur the r discussions with 
the Division o f Supervision.

I want the record here to reflect the  fact tha t this was not on the 
original motion of these directors, that  they took up this matt er and 
considered it. This was in response to your supervision tha t the 
directors acted.

Mr. Wyman. That is correct.
Mr. Moss. Acting because of the a llegations contained in the super

visory letters Then the ir attorney came to discuss with you certain 
proposals and to determine whether  they were adequate proposals, 
in your judgment, to meet the demands of the  Division of Supervision.

You stated quite clearly tha t they were not adequate, that  as a 
minimum a number of things would have to be done.

Now, are you try ing  to tell us th at there was no discussion with you, 
as the Chief  of Supervision, as to what might happen if the directors, 
as represented by the ir counsel, then failed to agree with your  so- 
called minimum demands ?

Mr. Wyman. Yes, si r; I mean to state just exactly that.
Mr. Moss. Let me say, Mr. Wyman, t ha t to me it is inconceivable— 

I have gotten to know you fair ly well in the past 2 years; we have had 
these sessions from time to time—it is inconceivable to me t hat  the 
conversation would overlook such a relevant point.

Mr. Wyman. I t would have been utte rly incongruous with the 
situation.

Mr. Moss. I t would have been utte rly incongruous with the situ 
ation not to discuss it. It  would have been in consonance with the 
situation to discuss it. Here the attorney represen ting a board of direc
tors comes up with a proposal as a result of supervisory admonitions 
or admonishments, and he is informed tha t this is not adequate, that 
these are the things  tha t are minimal. They go much beyond wha t the 
directors had proposed, very substan tially beyond what the directors 
had proposed.
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Having then  been presented with  this set of demands by you, on be
hal f of his clients he made no inquiry  as to what might happen if they 
failed to accept these minimum conditions ?

Mr. Wyman. Tha t is correct. That is correct.
Mr. Moss. It  may be correct, Mr. W yma n; it  is disputed, of course, 

by the other pa rty to the conversation.
Mr. Wyman. Yes, si r; I am aware of that.
Mr. Moss. It  would appear to be disputed by Mr. Broullire’s con

temporary memorandum. Have you that  memorandum ? I think it 
is disputed by your own memorandum.

You emphasize that:
I told Mr. Johnson that I  could not in good conscience suggest to  him or agree to any halfway measures to correct  the practices  * * *
Now, if he was just going to  acquiesce so easily in your demands and 

discuss them not at all beyond tha t point, to explore possible alterna
tives, there would have been no need for you to have then empha
sized to him tha t you would take no halfway measures, because half
way measures would not have been discussed.

We must conclude, I  th ink—and reasonably so—tha t your reference 
to this type of halfway measure is made because you had to empha
size—I think  you said a litt le earlie r tha t if anyone was vehement, 
tha t you were, in making it  clear that there would be no halfway meas
ures. So there must have been a two-party discussion here.

Mr. W yman. The reference to halfway measures is perhaps an u n
fortunate term. I could have said “inadequate measures.” It  was in 
reference to the proposals which he had brough t with him to ascertain 
from me whether or not, in my opinion, they were adequate. It  was a 
reference to those proposals.

Mr. Glick. Those had been negated by your own action; you had 
dismissed them the day before, and this was a new set of proposals be
ing discussed; namely, your proposals.

Mr. Wyman. The day before I made no comment to him as to 
whether I  thought  the proposals were adequate or whether I thought 
they were inadequate. I think you will find my memorandum of 
March 4 so states. It  was written  while the ma tter was quite fresh in 
my mind.

Mr. Glick. That was only afte r your consultation with the Board 
itsel f that  you made the decision ?

Mr. Moss. I do not think it is real ly pertinent as to whether or not 
you discussed his proposals with him on the 3d or the 4th. You 
did discuss them and you indicated tha t they were not adequate and 
you then proposed—
minimum steps necessary to effect a  full and permanent correction of the mal
practices which have gone on in this association for many years * * *. These actions, as stated  to Mr. Johnson, are—
and then you enumerate them.

Then in the paragraph  where you discuss halfway measures you 
go on and say tha t—
I could therefore  do no less than  to insist tha t the causes of the improper practices, as well as the practices themselves, be eliminated.

So this conveys to me the picture of a discussion at which you 
had to insist, you have to emphasize tha t there were to be no half-
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way measures here. You yourself have characterized your presenta
tion as one vehemently made. In  your conversation this morning 
when I  quoted Mr. Johnson as s tating tha t he vehemently disagreed, 
you s tated he was not vehement, that if anyone was, it was you. So 
it was a warm conversation.

Mr. Wyman. I do not believe the record will show it that way.
Mr. Moss. I thin k the record will.
Mr. Wyman. I think what I testified was tha t if there was any 

vehemence in the discussion, it was by Mr. Johnson in connection with 
his representations to me tha t there were conditions in the inst itu
tion which the directors felt should be corrected and which he felt 
should be corrected.

Mr. Moss. We will check the record tomorrow and find out, and 
if you are correct, we will note it, and i f I  am incorrect I  shall properly  
apologize to you. But in any event, you did insist. Tha t is admitted  
to because it is in your own memorandum.

Mr. Glick. During the course of this discussion of your proposals, 
was there a discussion of the  power o f the  Board over an association ?

Mr. Wyman. No, sir.
Mr. Glick. There was no reference made as to what authority the 

Board had to enforce its requirements on an association for corrective 
action ?

Mr. Wyman. No, sir ; there was not.
Mr. Glick. Are you saying tha t there was no reference to any case 

or any factors other than tha t of Fi rs t Federal of Atlan ta?
Mr. Wyman. I had no discussion with Mr. Johnson with respect 

to any other case.
Mr. Glick. I did not ask you if there was any discussion. Was 

there any reference? Could it  have been possible tha t just as a side 
remark  there may have been a reference to another case or what 
had happened elsewhere ?

Mr. Wyman. I made no reference to any o ther case. Whether Mr. 
Johnson  made a reference to any othe r case or not, I cannot be cer
tain, but I made no reference to any other case, I discussed no other 
case with him other than the Fi rs t Federa l of Atlan ta. He has 
already testified, of course, tha t he was familiar  with those other 
cases also.

Mr. Glick. In fact, the * * * situa tion was a curren t matt er of 
headlines at that  time or just immediately prio r thereto a few days; 
was it not ?

Mr. W yman. I believe it was approximately tha t time. I am not 
certain  now as to the date. The other cases were matters of court 
record and court decisions, and as a lawyer naturally  I presume he 
would have been fa milia r with them.

Mr. Glick. And you were,too, sir;  were you not ?
Mr. Wyman. Yes.
Mr. Glick. Mr. Wyman, in your statement on page 8, in the middle 

of the second paragraph, you sa id :
I t ha s so long  been  a ha rd  and fa st  ru le  of the  Bo ard  and of the  Div isio n of 

Super vis ion  th a t m at te rs  of th is  nat ur e ar e con fident ial betwee n th e Bo ard  
an d th e sta ff and th at  the af fa irs  of a pa rt ic ul ar  in st itu tio n ar e no t to be dis 
cus sed  ou tside  th e four  wa lls  of ou r agency,  so to speak, and I hav e abi ded  by 
th a t rul e, wi thou t except ion, for so ma ny ye ar s th at adhe ren ce to it  ha s long 
been an  un fa ili ng  reflex.
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I wonder if you would explain the phrase, “so to speak.”
Mr. W yman. The words “so to speak” are there merely to explain, 

if  you will, what I meant by the four walls of the agency, within the 
walls of the room or within  the  walls of the agency, nothing else. I t 
had no significance or thought o ther tha n that.

Mr. Glick. Within  the walls of the agency and being exclusive to 
representatives of the association and of the bank board  ?

Mr. Wyman. Read tha t back.
Mr. Moss. Would th is be exclusive to representatives of the associa

tion and of the bank board ?
Mr. Wyman. That is what it  means to me, sir.
Mr. Glick. Would there be occasion for you to  discuss any of these 

matters  with members of any league ?
Mr. Wyman. No, sir ; there would not be any occasion for me to 

do so.
Mr. Glick. Would there ever be an occasion or would it be per

mitted within your own scope of operation, what  is normal, for an 
association to request tha t you discuss matters of interes t to them, 
supervisory concern, with  a member of a league ?

Mr. Wyman. I would have to ask for some clarification of tha t 
question.

Mr. Moss. By league you mean an association of-----
Mr. Glick. Of associations.
Mr. Moss. Of associations ?
Mr. Glick. Yes, sir.
Mr. Wyman. Are you refe rring to a partic ular  inst itution?
Mr. Moss. He is referring to any association or organization whose 

members are representative of the savings and loan industry, such 
as the U.S. League.

Mr. Wyman. To discuss what with  them, the affairs of a par ticu lar 
association ?

Mr. Glick. Yes, the affairs of a partic ular  association.
Mr. Wyman. I can’t call to mind any such occasion. So far as 

I am concerned, I don’t believe there has been any such occasion as 
that .

Mr. Glick. It  could happen ?
Mr. Wyman. I  don 't believe it could, although it is not beyond 

the realm of possibility, perhaps. I t would depend on what the 
authorization was by our Board. I would like to add this, of  course. 
In  cases th at have become matters of public record, which have been 
in court and which may have been decided by courts and are common 
knowledge to everybody, really are no longer in the confidential status 
tha t institu tions and the ir relationships to a supervising agency 
ordina rily have.

Mr. Glick. This is when they usually result in court proceeding of 
some type  or some type of action which was made public knowledge 
through the newspapers; is this the usual case ?

Mr. Wyman. Generally tha t would be the case, I assume.
Mr. Glick. Mr. Chairman, I have here a copy of a memorandum 

which is initialed by Phi lip J. Mank, supervisory agent in the 4th 
Dist rict of Greensboro, which deals with the conversation with V ”
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John Wyman, of Tuesday, Ju ly 22, 1958. Mr. Mank writes, and I 
quote:

Mr. Wyman said  th at  * * * called him regard ing  the  * * * situa tio n and in 
regard to Mr. * * *.

Furth er down:
He sta ted  th at  * * * also repo rted th at  the re would be some trouble with 

the  Fi rs t Fed era l of * * *, and  I informed him th at  we alread y knew abou t 
the  situa tion and  th at  I had  sen t him a memorandum regard ing  a conference 
held in thi s office with two of the  presen t members of the boa rd of direc tors.

Would you say, Mr. Wyman, tha t this memo from Mr. Mank 
indicates tha t you had spoken with a member of  a league; namely, 
the * * * League, Mr. * * * being its executive director  ?

Mr. Wyman. I don’t recall all of the circumstances of that . He 
called me. I didn’t call him. As I recall it-----

Mr. Glick. Did you discuss it with him ?
Mr. Wyman. I am trying to recollect the circumstances. I did 

not discuss the case w ith him. I  discussed nothing  p erta ining to the 
affairs of the institu tion with him. As I recall it—and I can't be 
expected to  carry all this in my mind—as I  recall it, he told me that 
someone from  the * * * Association had talked with him about cer
tain problems and tha t he was endeavoring to help them with their  
organizationa l difficulties, or something to tha t effect. It  was in 
those very general broad terms tha t had nothing whatever to do with 
any discussion by me with Mr. * * * as to the affairs of this  insti
tution. Mr. * * * already knew about it.

Mr. Glick. Mr. Wyman,  did not Mr. * * * attend a conference in 
Greensboro on August  5, 1958, wherein the affairs of * * * Federa l 
Savings & Loan were discussed, which you attended, and I believe Mr. 
Mank and possibly Mr. Fogarty , when the problems of * * * were 
fully  and openly discussed ?

Mr. W yman. I don’t remember that . I can’t remember that.
Mr. Glick. I would suggest, sir, that you refe r to your  records. 

This would make it appear, sir, tha t you have discussed m atters  of 
supervisory  concern of a part icul ar association with others than those 
within the confines of the four walls of the bank board  agency, would 
it not ?

Mr. Wyman. I  have not done so, Mr. Glick. On th at I  will stand. 
I have so testified under oath and I shall not dep art from that  
testimony.

Mr. Glick. The proposals which you set for th on March 4 even
tually resulted in a lette r of April 14, did they not, sir ?

Mr. Wyman. The board of the association ultima tely sent to us the 
letter of Apri l 14.

Mr. Glick. This is the letter you had seen on March 21, a dra ft 
thereo f ?

Mr. Wyman. I  saw a d ra ft o f i t on the 21st of March lef t with me 
by Mr. Johnson .

Mr. Glick. This lette r was in  pursuance to meeting your minimum 
requirements, was it not ?

Mr. Wyman. Well, it incorporated some of the requirements. 
Others were not referred  to  in the letter, as you know.

Mr. Glick. They were re ferred to in a side item dealing with the 
resignations of Mr. West, Senior, and Mrs. Mobley?
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Mr. Wyman. That is correct.
Mr. Glick. These were at jo ur request; namely, these conditions, 

these requirements set for th in tha t letter, and the two resignations 
were at your request ?

Mr. Wyman. Those actions which were taken by the directors in 
response to and following the conference or conferences with me by 
Mr. Johnson-----

Mr. Glick. Wherein you insisted tha t these were the minimum ac
tions that the association could perform, the minimum things  they 
could do to satisfy your demands.

Mr. Wyman. Tha t was not the way it was represented to me.
Mr. Glick. Is not this the way you represented it  to the  association’s 

representative ?
Mr. Wyman. I told Mr. Johnson that I  could not in good fa ith give 

him any different answer to the question he had raised than what I 
gave him. •

Mr. Glick. Were not these your minimum requirements ?
Mr. Wyman. They were.
Mr. Glick. Then these were at  your insistence tha t they adopt th is ?
Mr. Wyman. They were the minimum requirements which, in my 

judgment, would have to be complied with if the board of directors 
wanted fully and permanently to correct the difficulties and the prob
lems and the practices which had been the cause of the letter  of De
cember 2, 1957, and according to Mr. Johnson’s representation the 
cause of his trip to Washington to talk  to me to get my opinion 
on it.

Mr. Glick. Mr. Johnson does not contrad ict that, nor do you con
trad ict Mr. Johnson. He stated tha t he came to Washington to see 
what he could do about resolving the difficulties between the associ
ation and the Division of Supervision—in essence, this is his testimony.
I think you are both in agreement on that. I think there is some con
flict as to the o rigination of the substance of the lette r of April 14 and 
the resignation of Mr. West, Senior, and Mrs. Mobley. I think it is 
quite clear from your own memorandum of March 6 tha t these were 
your requirements, your  demands, and your insistence. Would you 
disagree with th at, sir?

Mr. Wyman. I disagree with it the way it is stated.
Mr. Glick. What alterna tives did the association have-----
Mr. Moss. The disagreement goes to the way you stated the ques

tion. Therefore, it indicates Mr. Wyman disagrees with your charac
terizat ion of this. I think we might as well c lear the record and let 
him go ahead and tell us the portion of your characterization with 
which he disagrees.

Mr. Wyman. Well, again, Mr. Johnson made just exactly one rep
resentation to me, namely, tha t the directors of the association felt 
tha t there  were certain matters that ought to be corrected and that  they 
had developed certain proposals to try  to correct them.

Mr. Moss. Tha t is stipulated.
Mr. Wyman. He represented fur ther tha t the directors had re

quested him to come to Washington and get my honest opinion as to 
whether those proposals were adequate. I gave him my opinion hon
estly and frank ly, and it included some things  tha t were not included 
in the three proposals which the directors had themselves developed.
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Following tha t and pursuant to that , the directors and the parties 
involved at the association ultimate ly came for th with the letter  of 
April 14 and the res ignations  which I had said to Mr. Johnson in my 
opinion were the requirements necessary.

Mr. Moss. Mr. Wyman, counsel made a sta tement to you and asked 
if it were correct. You said, no, i t was not. I then interrupted  to 
afford you the opportunity of pointing  out the e rror  in counsel’s state
ment. I did not do it for the purpose of having you recite tha t which 
is already redundantly  stated on the record. You disagreed with his 
statement. Specifically, what did you disagree with in his statement ?

Mr. Wyman. I don’t disagree with it except i t d id not seem to me
• tha t it correctly described what actually happened or was indica

tive—
Mr. Moss. Do you disagree-----
Mr. Wyman (cont inuing). Or was indicative of what happened. 

’ Mr. Moss. I want to know the specific area of disagreement, what
word or words, what  phrase did he use that  you feel conveys an 
inaccurate picture?

Mr. Wyman. I don’t recall the words that were used now, Mr. 
Chairman.

Mr. Moss. Let ’s have the reporter go back and read counsel’s state
ment to you again.

(The pertinent po rtion of the record was read by the reporter. )
Mr. Moss. That is correct.
Mr. Wyman. They were not demands. That was simply a for th

right answer to an inquiry  of tha t board of directors as to whether or 
not in my opinion those proposals would be adequate.

Mr. Moss. That is very interesting. I come to you for advice and 
you advise me. And then, Mr. Wyman, you go on and you do more 
than  advise me. You say tha t I can therefore do no less than to 
insist—than to insist. Were these your requirements ? Did you insist 
on them ?

Mr. Wyman. Well, I told him just tha t.
Mr. Moss. Well, then you insisted, then, didn 't you? Chief of 

Supervision insisted these were the minimum.
Mr. Wyman. I told him in my opinion those were the minimum and 

I could not-----
Mr. Moss. How do you insist? Can you insist without actually

• saying very for thright ly th a t: “This is the minimum that  will be 
acceptable to me, I  will take no less”? Now, that isn’t advice, re
member. You have gone beyond advice. You don’t insist when you 
give advice.

» Now, when I give my youngsters an order, I insist. When they
come to me merely to consult me as a parent and I  advise them, that is 
all I do. Or I advise constituents or colleagues. Rut sometimes in 
committee I insist, and, when I insist, that  is as f ar as you go with me. 
You don’t move me any more.

You characterize y our position as one of insistence, so why do you 
disagree with counsel’s characterization of these as your demands? 
To insist is to demand. We are not using hearsay here; we are using 
the words of John Wyman who speaks with grea t precision, who 
writes with precision. And a contemporary memorandum in your 
own words is the source of the conclusion of insistence. Are we wrong 
to take your words and apply them to this case ?
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Mr. AV yman. No, I think the memorandum is correct.
Mr. Moss. If  the memorandum is correct, then counsel's statement 

is correct.
Mr. AA’ yman. I wouldn't tend to write one that was incorrect, not 

if I knew about it.
Mr. Moss. I d idn 't think you would.
Proceed, Mr. Glick.
Air. Glick. Mr. AVyman, did you discuss the matters as enumerated 

in the letter  of April 14 from the association to you with Mr. Johnson? 
Did you discuss the mat ter of coercion ?

Mr. AVyman. I think  we did discuss those matters. Ia m  sure we 
did. It  would have been a normal thing to do.

Air. Glick. Did you discuss the matter of loans to builders who 
might have less than  20 percent invested in the cost of  the project?

Mr. AVyman. AVe probably did.
Mr. Glick. Did you discuss the matter of accepting the value of 

real estate generally as being in excess of the selling price—of not 
knowingly accepting the value of real estate  genera lly being in excess 
of the selling price ?

Air. AVyman. I am confident we did discuss it.
Air. Glick. The same would be true as to making loans in excess 

of 80 percent of the appraisal  o r selling value, whichever is lower?
Air. AVyman. I think that would be true.
Air. Glick. Did you discuss the mat ter of making loans on any 

prope rty on which West  Lumber Co. might have a second mortgage?
Mr. AVyman. I believe we did to the  best of my recollection.
Air. Glick. Or where Home Owners Co. might have a second 

mortgage ?
Air. AVyman. I think we probably discussed that. I believe we did.
Air. Glick. Did you discuss the matter with Air. Johnson as to the 

requirement of list ing o f a house fo r sale through Home Owners Co.?
Mr. Wyman. I believe we did.
Mr. Glick. The matt er of carrying  insurance through the Home 

Owners Co.?
Air. AVyman. I am sure we discussed that. I am confident we did.
Air. Glick. And the other mat ters set for th in the  letter  of Apri l 14?
Air. Wyman. AVe may have discussed some of the other matters but 

I am not sure about that.
These matters to which you have refer red were discussed, I am 

confident. They were discussed. It  would have been the normal thing 
to do in the course of our discussion.

Mr. Glick. I think  you a few moments ago said tha t the dra ft of 
the lette r which resulted in the April 14 lette r was submitted to you 
March 21.

Air. AV yman. Yes, that  is correct.
Air. Glick. For your approval.
Air. AVyman. I don’t know tha t it was submitted to me for my 

approval .
Mr. Glick. AVas it  submitted to you to see whether or not the state

ments contained in this letter would meet the requirements of the 
Division of  Supervision insofar as corrective action by the association 
is concerned ?
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Mr. Wyman. No, I don’t thin k it was. It  was not so submitted, 
Mr. Glick. .

Mr. Glick. Do you have any idea why it was submitted, Mr. 
Wyman?

Mr. Wyman. I t was submitted to me as a draf t in order  that I 
might  read it and if I had anything  to suggest to any of the items 
tha t I  might be afforded an opportuni ty to make any suggestion tha t 
I had.

Mr. Glick. In  other words, it was basically submitted for your 
approva l before being finalized.

Mr. Wyman. No, it was not for my approval. I had nothing to 
do with the put ting of this lette r together. Nothing  whatsoever. 
These points were all discussed-----

Mr. Glick. Mr. Wyman, excuse me for interrupting, but I am not 
contending th at you dic tated the contents of the letter.

Mr. Wyman. He brought this with him.
Mr. Glick. I am willing to concede that fact. All I am asking is 

his purpose in bring ing this to you—was for you to go through it 
and see whether i t would meet your requirements for adoption by the 
association of action to correct the previous practices complained of 
by the Division of Supervision. Is this in fact the case?

v Mr. Wyman. Well, whether it had been done that way in the affirm
ative sense or whether  it was submitted to me for any objection tha t 
I  might have to any phase of it, i t would add up to the same thin g a t 
the bottom of the column.

Mr. Glick. I t sure would, wouldn’t it  ?
Mr. Wyman. Th at is correct; of course.
Mr. Glick. And this is tantamount to approval or disapproval now, 

isn’t it?
Mr. W yman. I t is about six of one and h alf  a dozen of another.
Mr. Glick. That is right,  and in fact the letter, the first sentence

of the second pa ragraph makes it right clear th at the directors of the  
association are concerned with your requirements of action by the 
association. Now, doesn’t it ?

Mr. W yman. This was put  in at thei r suggestion again. I did not 
prepare this  letter.

Mr. Glick. We are not saying that you did, Mr. Wyman.
Mr. Wyman. And I had nothing to do with its prepa ration  except 

for the fact that these points here, part icularly  these enumerated 
points were discussed at one time or another in our conferences, but 
beyond tha t I  had nothing to do with the d raf ting of tha t letter.

Mr. Glick. But you did have something to do with its final accept
ance by the board  of directors and thei r sending it to you in April, 
though, d idn’t you ?

Mr. W yman. Well, I  made one suggestion and I have covered that  
in my statement-----

Mr. Glick. Yes, indeed, and had you made others I am sure the 
association would have taken cognizance of them and acted accord
ingly ; do you think so ?

Mr. Wyman. I did not get tha t question.
Mr. Glick. Had you made o ther suggestions, the association would 

have taken cognizance thereof and acted accordingly; don’t you think?
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Mr. W yman Well, I  do not know; tha t would be a matter  of spec
ulation.

Mr. Glick. I am asking your opinion.
Mr. Wyman. It  would certain ly depend upon the nature  of the 

suggestion as to whether it was reasonable or unreasonable and 
whether it made sense or didn ’t make sense. I think it would be 
determined by those things.

Mr. Glick. Well, now, let's see some of these requirements-----
Mr. Wyman. They might or might not have accepted them.
Mr. Glick. Let’s see some of these requirements, Mr. Wyman. I 

think  the  lette r speaks for itself and the facts preceding it speak for 
themselves—the fact tha t these were basically your requirements. Is 
there-----

Mr. W yman. Well, not according to the letter, if I may comment 
on that. The next to the last paragraph  of the  le tter I think sums up 
the situation.

Mr. Glick. They have approved its contents.
Mr. Wyman. And I did not  write that parag raph and I  had nothing 

to do with writ ing that  pa ragraph.  Tha t paragraph was written into 
tha t lette r by the directors or by the counsel for the association and 
I was in no way involved in it. I made no suggestion with reference 
to it. It  was thei r own initiat ive and where they sai d:

Thi s is do ne  on ou r own re sp onsi bil ity  w ithout re se rv at io n, in ord er  th a t th e 
as so ci at io n’s op er at io ns  may  comp ly no t on ly w ith th e  ru le s and  re gula tion s bu t 
w ith  good bu sine ss  a nd  et h ic al s ta n d a rd s and pra ct ic es —

I had nothing to do with writ ing tha t paragraph into tha t letter.
Mr. Glick. Mr. Wyman, did you discuss with Mr. Johnson the 

manner which supervisory correspondence had previously been re
sponded to by Mr. West in the association ?

Mr. W yman. I believe we discussed tha t at one time or another in 
the conferences. I think we did.

Mr. Glick. Is there a regula tion which would p rohib it the associa
tion from g ranting a first mortgage on property—and we are talking 
about 1957 and 1958—on which Home Owners Co. or West Lumber 
might take a second mortgage ?

Mr. Wyman. No, sir.
Mr. Glick. Then this was a Wyman requ irement; wasn’t it ?
Mr. Wyman. Well, I think th at is not the proper way to describe it.
Mr. Glick. Well, how would you describe it, Mr. Wyman?
Mr. W yman. It  was a result of discussions as to ways and means to 

eliminate from the operation of an association the transactions in
volving re lationships tha t could lead to conflict of interes t developed.

Mr. Moss. Let me take this for  a minute.
Mr. Wyman, whether it was a Wyman requirement, a mutually 

agreed upon condition, a Board policy, or however else we may char 
acterize it, I want to at this  point look at the requirement. As a 
result of extensive examinations by the Division of Examinations, 
analysis by the  Division of Supervision, a clear fact was established 
that, this association obtained a substantial part  of its business, an 
important segment of its business, as a re sult of business relationships 
through West Lumber or Home Owners; is that  a fact?

Mr. Wyman. They obtained a substantial amount of loans from 
Home Owners Co.
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Mr. Moss. Is what I said a fact ?
Mr. Wyman. I am not sure-----
Mr. Moss. Well, l et’s be sure. Read it back to  him. I want you to 

be sure. I am t ired  of your uncertain ty. I am trying to be p atient 
with you but  I have great difficulty. You convey a picture to me of a 
very uncertain person and I  know that you are not.

Now read it slowly and loudly to the witness.
The Reporter ( reading) :
Mr. Moss. Mr. Wyman, whe ther  it  was a Wyman requirement, a mutual ly 

agreed upon condition, a Board policy, or however else we may chara cte rize it, I 
want to a t thi s poin t look a t the requ irem ent.  As a res ult  of extens ive exa mina
tions by the Division of Examinations, ana lys is by the  Division of Supervision,

• a clear fac t was estab lished t ha t th is association obtained a substantial p ar t of it s 
business, an important segment of its  business, as a res ult  of business relation
ships thro ugh  Wes t Lumber or Home Owners ; is th at  a fac t?

Mr. Wyman. They obtained a substan tial amount of loans from
• Home Owners.

Mr. Moss. Wh at was its business, obtaining loans ?
Mr. Wyman. Yes.
Mr. Moss. Then  it obtained its business.
Why must you equivocate ? Why can’t you be forthright  ?
Mr. Wyman. Well, I am not equivocating, Mr. Chairman.
Mr. Moss. You are equivocating. You are engaging here in the

most senseless semantic debate tha t I have ever encountered.
Mr. Wyman. Well, I  don’t know how much it obtained from West

Lumber Co. I don’t know how substantial  tha t was.
Mr. Moss. You know you have repeatedly charged in your  own

statement  here—and I  can go back, page by page, and give it  to  you, 
sir, tha t it got a lot of its business from West Lumber and Home 
Owners. That is your contention. It  is in your examination reports. 
It  is in your letters of supervision. It  is the basis for your charge 
of a self-dealing. It  is the whole substance of the hearing.

Is it a fact  ?
Mr. Wyman. I th ink it is a fact they got a substantial amount.
Mr. Moss. Do you know it is a fact ?
Mr. Wyman. Yes, it is a fact.
Mr. Moss. Why must you equivocate, again ?
Mr. Wyman. Tha t they got a substantia l amount from Home Own

ers Co. I don’t know how much they got from West Lumber  Co.
• Mr. Moss. You have charged West Lumber had mortgages on 

x number of  millions of dollars of loans and as a result of these sec
onds tha t West Lumber Co. held—and a second is an essential part 
of the ability  of a buyer to pay—tha t in consequence of holding of

» these seconds that in many instances the re was a total loan value  over
and beyond the appraisal.

You know what West Lumber Co.’s relationship was. You have 
given it to us here redundantly. I am tired of your  equivocation and 
your hedging. I want you to be forthrig ht. And I will bring you 
back and keep you here unti l you are. I have patience tha t wears 
thin.

Now, let’s look at what you have done. You have not established 
either coercion or self-dealing. You have not established violation 
of law, nor statutory rule or regulation or Board policy but you have 
spelled out as a minimum condition a demand tha t an association
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deprive itself of an oppor tunity to exploit a profitable area of busi
ness. You have, sir—lacking evidence either of self-dealing or co
ercion—mischievously trea ted this association. You denied it busi
ness which, if it were conducting it under proper procedures—and 
you have not proven it was not—business it was enti tled to have in 
the competitive Atlan ta market.

By what right , by what rule, by what law ?
Let’s look at the other side of the coin. You sit there, you are 

sanctimonious and self-righteous and you judge these people who pass 
before you on reports  tha t are  inadequate; where you bring  in your 
prejudice, your personal convictions, but do you examine the mischief 
you do to the business inst itution? Where have you given thought

This, beyond a nything else, il lustrates the danger of personal regu
lation by the most conscientious or self-righteous individual. These 
people are still building houses, they are s till taking out lo ans; if not 
with A tlanta with A tlanta ’s competition. Hav ing made no case, you 
made a demand. And I think perhaps we will try  to find out how 
much business you deprived this institution  of. I think  it is per ti
nent and I think  it is something the Board itself, Mr. Smith, must 
take a look at. This regulation is not to satisfy Mr. Wyman. This 
regulation is not punit ive; it is to bring forth good and sound busi
ness practices. This is an arb itra ry requirement. No case, no proof, 
no evidence that would stand  up before any tribunal.

Maybe you are  right  tha t it exists but with a large staff, not once 
did you seek to determine the impart ial facts. And I think  this con
stitutes a serious indictment of your stewardship  as Chief of Super
vision.

Mr. Glick, you may proceed.
Mr. Glick. Mr. Wyman,  in the course of your discussions with Mr. 

Johnson did you discuss or  did you indicate t ha t Mr. West was using 
the association fo r his own personal gain or for the gain of his other 
business interests?

Mr. Wyman. I th ink we perhaps discussed those relationships which 
involved, of course, the lumber company second-mortgage business, 
the insurance business-----

Mr. Glick. The so-called conflicts of interest  ?
Mr. Wyman. Yes.
Mr. Glick. It  was discussed whether or not these were violative 

of any real regulation or  law ?
Mr. Wyman. We probably  refer red to the fact tha t there is no 

regulation or statu te expressly applicable to Federa l associations 
which governs this matter . We may have discussed that , or we prob
ably did, I  can’t positively speak to tha t.

Mr. Weidberg. Mr. Wyman, calling your attention to page 8 of your 
statement, the fourth line from the bottom shows a phrase— 
at no such time did I have any thought.

Could you clari fy tha t, what you meant by tha t ?
* * * at  no such time did I have any thought, or even a suspicion, of a viola
tion of any criminal sta tute by anyone in any way connected with the associa
tion ; and tha t I categorically deny that, in any discussion which I had with 
Mr. Johnson or with any other official or representative of the association, I made any statement whatever with respect to such matter .
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Mr. Wyman. I don’t know how I can clar ify it, Mr. Weidberg, ex
cept to say at no time in any of the conferences I  had with Mr. John 
son did I have any suspicion or did the thought ever enter my mind 
tha t there was any violation of criminal statutes or possibility of it. 
It  just d idn’t enter  the picture  as far  as I was concerned.

Mr. Weidberg. Does this phrase “no such time’’ refer to that, or 
at any time?

Mr. Wyman. Well, it refers to the time of our discussions, here. 
This specifically refers to the time of our discussions.

Mr. Weidberg. Had you ever had any suspicion ?
Mr. Wyman. I had no such suspicion. I recall a memorandum 

sent to our General Counsel, I am fully  aware of that, sometime pr ior  
to this date, I believe it  was, but it was only because there was some 
reference to the matter  and we don’t undertake to decide those things 
in our office. Those matters  are referred to our General Counsel be
cause they are of a legal nature and they were r eferred to him for 
tha t purpose. I don’t recall now what was the under lying considera
tion of it.

Mr. Weidberg. Mr. Wyman, on October 24,1952, the General Coun
sel sent a memorandum to the members of the Board  which star ts ofi 
by saying,
Mr. Wyman has requested tha t we advise as to whether or not the Legal De
partment concludes to refer the subject association’s hazard insurance practice 
to the Department  of Justice as a  possible violation of Federal sta tutes.
Some 2 years later , Mr. Wyman, I see a memorandum here dated 
August  13, 1954, signed by you to Mr. Harrison, then General Coun
sel, in which you stat e:

This mat ter is hereby referred to the Legal Department for study, and for 
such fur the r action as may appear to be appropria te, with respect to possible 
violations of title  18 of the United States Code * * *.

Title  18 is the Criminal  Code is it not, Mr. Wyman ?
Mr. Wyman. May I have th at question again ?
Mr. Weidberg. Title  18 is the Criminal Code, is it not ?
Mr. Wyman. Yes, I am aware of  that.
Mr. Weidberg. Now, when did your suspicions of a violation of  the 

criminal statute by anyone in the association die? You say tha t you 
never had any suspicion, and yet on two occasions you have referred 
your suspicions to the Legal Department with a view toward possible 
prosecution.

Mr. Wyman. Well, tha t has been done in many instances where 
I had no suspicion there was any violation in fact, but where we 
felt-----

Mr. Weidberg. Well, here you said you have no suspicion.
Mr. Wyman. Where we have facts or information tha t must be 

indicative of such a thin g as tha t or a need for a study of it by the 
legal staff rather than  by us, it is referred to the General Counsel. 
And the mere fact  that  we refe r such a m atter as tha t to the General 
Counsel for study doesn’t mean at all that we ourselves as laymen 
feel or suspect or believe th at there has been a violation, but we don’t 
undertake to pass on tha t question because it is a legal matte r and we 
don’t undertake to pass upon it.

74890— 63 — pt. 3------14
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Now, I believe the first one of those that you referred to—I think that tha t may have been—I would have to check but I think that  may have been in the area of ant itru st rather  than some other form of—some form of title 18 infraction.
Mr. Weidberg. The request was couched in terms of a possible violation of Federa l statute. There was no qualification here as to anti trust.
Mr. Wyman. Tha t is customary language. My statement with respect to it still stands. We would proceed in just about tha t way in any instance. We wouldn’t undertake to decide the thing.
Mr. Weidberg. If  that was customary language, Mr. Wyman,  why 

then did you 2 years later cite specifically possible violations of the Criminal Code?
Mr. Wyman. Well, the same thing would apply in tha t case. The same thing would apply.
Mr. Weidberg. If  it is customary in one case why isn’t it  customary in the next case ?
Mr. Wyman. It  would apply in any case where we have information indicating to us a possibility or  a type of  situa tion which we feel should be reviewed by the General Counsel’s office, because we make no attempt—we don’t determine tha t question. We make no decision on th at question and the mere fact  that it is referred to the General Counsel for study doesn’t mean tha t we have any thought or suspicion whatsoever about it.
Mr. Weidberg. Do you refer all matters  to the General Counsel for study unless there  is a suspicion or a thought  o f a violation that might have occurred?
Mr. Wyman. We refer the information to the General Counsel’s office wherever we have informat ion in examination reports or  otherwise, if  it might, be otherwise, of a nature which would raise a question 

or which might be of significance to the attorneys in terms of a possible violation. Now, it doesn’t mean-----
Mr. Moss. Let’s see if we can't tighten th is thing  down. The ques

tion merely goes to whether or not you suspected possible violation, 
and being a layman and writ ing requests fo r reviews or opinions by 
the counsel’s office only on occasion when a set of circumstances arise, it has to create in your mind a suspicion or a thought tha t th is set of 
circumstances might appear or appears on its face to just ify an examination by counsel to see whether  or  not a violation has occurred. So there is a suspicion. You suspect that something migh t be wrong, 
so you seek counsel. Now, you don’t seek counsel in every instance, so there has to lie something to trigger  the  action of seeking the coun
sel's opinion and that  is suspicion, however else you characterize it.How would you characterize it, Mr. Wyman ?

Mr. Wyman. Well, it is a difficult-----
Mr. Moss. You used a term here—I didn’t stop you—where we 

“suspect.” Now, to suspect something is to be suspicious of. It  is 
suspicion, isn’t it ?

Mr. W yman. It is a very difficult t hing  to characterize.
Mr. Moss. Why must we make it so difficult ? The fact is when you 

have a suspicion of a possible violation you prepare a memorandum.
Mr. Wyman. It  shouldn't be. We don’t undertake to decide those things. We have certain facts-----
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Mr. Moss. You only refe r them when you suspect tha t it  might  have 
occurred.

Mr. Wyman. We have certain  facts  or information within tha t area 
and we don’t undertake to decide it.

Mr. Moss. I didn't say you decided it, you suspected it.
Mr. W yman. No, the  mere fact we sent i t down doesn’t mean that 

we suspect that  it has been done.
Mr. Moss. Why do you send it down ?
Mr. Wyman We have had numerous instances where we have re

ferred i t to our General Counsel for review.
Mr. Moss. Wh at triggers the sending down ?
Mr. Wyman. Well, the im port of the  information is of such nature 

that it seems to us to call for at least study by the General Counsel’s 
Office.

Mr. Moss. But there is no suspicion ?
Mr. Wyman. Well, the  point about i t here is tha t I  had no th ough t 

that  there was any violation-----
Mr. Moss. I thin k we will indicate tha t the semantic battle is a t a 

draw.
Mr. Wyman. I had no thought  or suspicion a t any time tha t I  was 

discussing this mat ter with Mr. Johnson tha t there was any violation 
of any criminal statu te—it jus t didn’t enter my mind.

Mr. Holifield. Would it be wrong if you did have a suspicion 
there was a criminal act? Would there be anything wrong with 
t hat ?

Mr. Wyman. No, sir.
Mr. Holifield. Then why don’t you just come out and say there 

were certain indications here th at indicated tha t there m ight be crim
inal action ? “We don’t say there was or was not but there might be 
and we refe r it  to the General Counsel to find out i f there  was.”

Why don’t you just say that?
Air. Wyman. I assume that  is a fair summation of it.
Mr. Holifield. It  took a long time to get to it.
Mr. Wyman. I had no such thought as th at at any time I  was dis

cussing this w ith Mr. Johnson. It  ju st wasn’t in the p icture  at all.
Mr. Glick. Mr. Wyman, I believe you have stated  here in your 

testimony or in your prepared statement that the use of the word 
“affiliates” was used loosely, isn’t th at correct, sir  ?

Mr. Wyman. No, sir, it was not. It  was used in the interests of 
brevity only.

Mr. Glick. In  the interest  of brevity ?
Mr. Wyman. That is righ t.
Mr. Glick. From tha t are we to assume tha t it is your opinion 

that  West Lumber Co. was an affiliate of the Fir st Federal  Savings & 
Loan Association of At lanta ?

Mr. Wyman. Not in terms of any regula tory or statutory defini
tion because there is none.

Mr. Glick. Was Home Owners Co., in your opinion, an affiliate of 
Fi rst  Federal  of A tlanta ?

Mr. Wyman. I had the  same answer to that.  There is no definition 
of an affiliate in our regulations.

Mr. Moss. You do have from your counsel’s office an opinion saying 
tha t they were not affiliates?
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Mr. W yman. The opinion said he was unable to make a determina
tion as to whether or not they were, on the basis of facts and informa
tion available.

Mr. Moss. Let’s read the statement.
Mr. Wyman. It  also says he was unable to say they were affiliates 

on the basis of what he had, but he could not  make a final determination.
Mr. W eidberg (reading) :
The Legal Departm ent has also  noted comment  h. on pages 16-B to 16-E of the  c urren t exa mination re po rt— 

and this  is dated May 28,1954, this memorandum—
and is of the opinion tha t, on the  basis  of the  sta tem ent  of fac ts there in, it would not  appear th at  the  Home Owners Co. is an “affiliated ins tituti on” 
within  the  meaning of Federal  Regu lation 145.6-5, since the  associat ion’s three 
director s who also serve  as  directors  of the  company would not constitu te a major ity  of  the company’s board,  consisting of e ight members, and the percentage 
of company’s stock owned by the  eight dire ctors of the sub ject assoc iation does not amount to  a major ity  of such stock.

This is what was sent to you, Mr. Wyman ?
Mr. W yman. Yes, sir.
Mr. Weidberg. Yes, sir.
Do you believe it ?
Mr. Wyman. I accepted th at as being the  legal determination of it, yes, sir.
I did not accept it. I  did not accept it as be ing truly and fully 

descriptive of the actual business relationships tha t existed.
Mr. W eidberg. On August 12, 1954, you sent a memorandum to the 

members of the Board and I will read the sentence th at strikes me—I 
think it is a significant one—and you say :

Aside from legal technicali ties  * * *
Wha t are legal technicalities, Mr. Wyman ?
Mr. Wyman. Well, the legal technicality  was tha t the legal opin

ion says that  under that section of the regulations they were unable to define this as an affiliate.
Mr. Moss. They said they couldn’t define it as an affiliate. They 

said they could not define it.
Mr. Wyman. They could not define it as an affiliate.
Mr. Moss. The legal technicality  could be the difference between being free and in prison.
Mr. Glick. Mr. Wyman, you are very much concerned with the  pos

sibility of affiliate relationships between an association and other com
panies in which officers and directors of the association have an interest, are you not?

Mr. Wyman. Yes; we are very much concerned about this type situation.
Mr. Glick. Have you a ttempted to have enacted into rule or regu

lation bv the Board a definition of “affiliates” ?
Mr. AV yman. Yes. I  have.
Mr. Glick. And these have had no results ?
Mr. AV yman. The Board  made a recommendation to the Congress
Mr. Glick. I am sorry, I can’t hear you.
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Mr. Wyman. The Board made the recommendation to the Congress, 
I believe to the Banking and Currency Committee of the Senate, for 
legislation with respect to tha t matter some 5 or G years ago. The 
results have not—I mean the effort has not borne any fru it thus  far. 
But I recommended to the Board regulations to define ‘‘affiliates ’ so 
we could try to circumscribe and delineate these areas.

Mr. Glick. Did you just say affiliates have never been defined?
Mr. Wyman. We have not had them defined in our regulations . 

They are not defined in our statutes.
Mr. Glick. Then is it possible to surmise tha t you have defined 

“affiliates” within your own frame of reference for interpre tation of 
supervisory action ?

Mr. Wyman. I have not  defined affiliates. I have used the term as 
an abbreviation of a relationship-----

Mr. Glick. We might say “which migh t lead to difficulty” ? Is  this 
generally i t? 'Which might lead-----

Mr. Wyman. Which might lead to conflict of interest on the p ar t of 
directors and officers.

Mr. Glick. Are you fami liar with the definition of  affiliates in the 
banking laws?

Mr. Wyman. Not in detail. I know there is a definition there .
Mr. Glick. And it has been defined, hasn’t it?
Mr. Wyman. I t has been defined in the banking statutes.
Air. Glick. Have you taken the liberty of ca lling this to the atten

tion of the Board?
Air. Wyman. Well, I believe I refer red to the fact tha t i t is defined 

in the banking statutes . I can’t be positive about that because 1 don’t 
have all those records here. I am testi fying  on these matters from 
my recollection.

Mr. AIoss. AVell, the fact  is they were not affiliates. The fact is 
tha t your counsel has told you they were not affiliates. The fact is 
tha t it  is not legal technicality tha t prevents them from being affiliates. 
The fact is that  “affiliate” as a term of abbreviation is a very poor 
choice because “affiliate” conveys a definite meaning. The fac t is th at 
“affiliate” continues to be utilized by you because you are yet  uncon
vinced tha t they are not affiliates, as your own memorandum indi
cates. Notwithstanding the legal technicalities, as fa r as you are con
cerned, if you could—-because you do it—if you could legally, you 
would characterize  them as affiliates. Isn ’t tha t true?

Air. AVyman. I am not convinced on tha t point  at all, Air. Chairman. 
I recognize under our regula tions they are not affiliates. I realize that.

Air. AIoss. Why do you continue to so characterize  them as affiliates?
Air. Wyman. Well, it is just  a brief description-----
Air. AIoss. It  is an inaccurate character ization, isn' t it, sir?
Air. Wyman (continuing). Of a business relationship and the traffic 

among the th ree concerns and for the lack of a be tter term, they were 
referred to briefly as affiliates.

Mr. AIoss. I think  we want to wind this up now.
Air. Wyman, you have had supervisory problems o f various  types 

with this association since about 1952; is tha t correct?
Air. Wyman. Well, approximately so. Perhaps a littl e late r than 

that.
Air. AIoss. And continuing up to the present time.
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Mr. Wyman. Yes, sir. Continuing until the 1957 examination report, th rough that and including that.
Mr. Moss. You have charged this association obliquely and directly as being gui lty of self-dealing, some of its officers, or of self-interest in relations with these so-called “affiliates,” and affiliates should appear in quotes—conflicts of interest, self-dealing, is tha t right?
Mr. W yman. Well, yes, substantially that  is correct. We have been concerned with the self-dealing aspect of it because of the concern which we have tha t t hat  would lead to a conflict-of-interest relationship where the ins titution could suffer.
Mr. Moss. Are you stil l convinced of the same thing?
Mr. Wyman. Yes. I have the same conviction about it as I had at the time. Yes, I do.
Mr. Moss. So we have now a period of 10 years where this association, in supervisory lette r aft er supervisory letter  has been subjected to these criticisms. It  led to the removal of a man from the board of directors. He has now returned to the board. It  led to the resignation of the secretary. I t has created some concern within the association and in this 10 years, in dealing with your Board, you have developed not a single rule or regulation to apply against these practices, have you ? Have you ?
Mr. Wyman. No- There have been no rules or regulations.Mr. Moss. So a t the moment this  association is not guilty of viola tion of any rule or regulation of the Federal Home Loan Bank Board.Mr. W yman. I do not know what the last examination report shows, Mr. Chairman.
Mr. Moss. I assume that  you can only speak from the reports which you have acted upon.
Mr. Wyman. Tha t is right .
Mr. Moss. And up until the last repo rt upon which you acted you still have these convictions and you still find no evidence of a violation of a rule or regulation. You find no violation of law.
Mr. Wyman. I think tha t is substan tially correct.
Mr. Moss. Well, where is it not correct ?
Mr. Wyman. There may have been one or two minor things or relatively minor, if I can use that  term.
Mr. Moss. Such as-----
Mr. Wyman. The failu re to appraise real estate upon acquisition or failu re to proper ly defer discounts or something like that.
Mr. Moss. Now as to supervisory letters, this relationship which is now so worked over and discussed and criticized, the same items, the same items are still items of supervisory concern?
Mr. Wyman. If  the same facts and information were available to me now that were available to me in 1957 I would have the same reaction.
Mr. Moss. Have you a single fact, a single fact pointing to selfdealing? Have you evidence that  self -dealing exists in these 10 years of looking for it? The letter from Ammann to Bonesteel indicates it has been looked for very diligently.
Have you evidence of self-dealing?
Mr. Wyman. Yes. I thin k there is evidence of self-dealing, or there was.
Mr. Moss. Where is it, Mr. Wyman ?
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Mr. Wyman. I thin k the fact th at the association was making loans 
in amounts which enabled borrowers to mortgage out by feeding the 
second mortgage business into Home-----

Mr. Moss. Did the association handle or control second mortgage 
business ?

Mr. Wyman. I t did not.
Mr. Moss. It  made its loans on first mortgages ?
Mr. Wyman. I t did.
Mr. Moss. On the basis of appraisa ls ?
Mr. Wyman. I t did.
Mr. Moss. Has it violated any rule or regulat ion in making those 

first-mortgage loans ?
Mr. Glick. I do not think he hears you.
Mr. Moss. No. I th ink he hears me.
Mr. W yman. I do not  th at any rule or regulation was violated.
Mr. Moss. You have a rule and regulation  now on valuation for 

those in excess of 80 percent, have you not ?
Mr. W yman. Perhaps they could make some of those loans now up 

to 90 percent under the present regulation.
Mr. Moss. But  you have no evidence of a violation of a rule or 

regulation-----
Mr. W yman (cont inuing). Which could not have been made then.
Mr. Moss. Wh at evidence do you have t ha t it has violated any en- 

forcible policy, rule , or regulation? I do no t know how you enforce 
these policies, but what evidence do you have ?

Mr. Wyman. I would not know. I would not know how you could 
take an association to court on policy.

Mr. Moss. I do not, either. I do not even know how you can give 
them an adm inistra tive hear ing on a policy.

Mr. Holifield. But I do know how you can enforce policy. You 
can enforce it by the threat of seizure or seizure, and th is is what you 
have used.

Mr. W yman. Not in this  case nor in any o ther tha t I know of.
Mr. Holifeeld. In other cases you have used i t where rules were not 

broken; you have used the threa t of seizure or seizure to enforce policy.
Mr. W yman. I have not threa tened to seize any institu tion. I have 

never told any board of directors of any institu tion or any representa
tive of any insti tution  tha t they were going to be seized unless and until 
the Board had specifically authorized me to advise the directors  to t hat  
effect.

Mr. H olifield. All r ight.  Here is a case righ t here, A pril 22, 1958, 
from Mr. Ammann, in which he says:

In  th e ev en t we sh ou ld  be  unab le  to  ob ta in  su ch  re si gnat io n or  re m ov al  of
M essr s. --------- a n d ---------- . and to  o bt ai n ac tion  re sp on sive  to th e  o th er re qu es ts ,
it  is  my  re co m m en da tion  th a t th e  B oa rd  pr om pt ly  ap po in t a su per vis ory  re p re 
se nta tive in  c harg e to  t ak e po sses sion  of  an d to sa fe guar d  th e as so ci at io n p en di ng  
a re org an iz at io n  of  th e  bo ar d of  d ir ec to rs  an d m an ag em en t or  su ch  o th er dis 
po si tio n as th e  B oar d may  find ap pro pri at e.

Mr. W yman. Tha t was merely a recommendation or memorandum 
from a member of the staff to the Board.

Mr. Holifield. Tha t is right.
Mt.Wyman. Tha t was not a t hreat issued to any association.
Mr. H olifield. But if the association members were cognizant  that 

this kind of a recommendation was going to be made to the Board , it
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would bring pressure upon them to effectuate something which could 
be in the nature  of policy.

Mr. Moss. Let us go back to  this. Do you not th ink tha t if you are 
going to recommend to your Board that you seize an association for  
fail ing to respond to your demands, that , in all fairness, in even the 
most elemental of justice, that you should inform the directors of th at 
association of the drastic action proposed to be taken ? Don't you think 
they should be entitled to some consideration, to some hearing, to some 
legal process ?

Mr. Wyman. I think so. Yes. I think that is correct.
Mr. Moss. Isn ’t it unconscionable to deal less than  frankly with 

them, and shouldn’t we, by appropriate law, require tha t you deal 
in tha t fashion ? But in the case of Fi rst  Federal, you had no rules or 
regulations tha t you can cite; the practices going on you have not 
proven. I am talk ing of proof. I am not talking  of an affidavit from 
a disgruntled borrower or an affidavit on the other side from a satisfied 
and happy borrower. You have no proof. You have no evidence.

Mr. Wyman. Coercion of one borrower would be wrong.
Mr. Moss. You have to prove they coerced it.
Mr. Wyman. One man’s affidavit might be-----
Mr. Moss. Tha t is not proof.
Mr. Wyman. One of the three  might be good. Maybe one might  not 

be bad.
Mr. Holifield. Maybe all three were bad.
Mr. Wyman. Tha t is right.
Mr. Holifield. Tha t is why you cannot rest upon an affidavit be

cause affidavits have been known to have been made by perj’urers and 
this is without expressing any judgment on these three; but, if you 
are going to take drastic  action agains t a financial institut ion in a 
community, certainly you owe to that  financial institution a moral obli
gation, if not a legal obligation, to go behind such a thing as an affi
davi t and ascertain if this is, in effect, a true  statement or if it is a 
perjured s tatement. You did not do that . You accepted it on its face 
value because it fell in with your plan of enforcement of policy, not 
based on rule or regulation.

Mr. Moss. Well, now then, what are you going to do with F irst  Fed
eral of Atlan ta ? You have 10 years now of charges backed up against 
them. They are unresolved. They deny y our charges and you con
tinue to reiterate them. You have no proof and I suppose that  what
ever they have supplied you it  has been to th eir advantage. What  are 
you going to do with them ?

Mr. Wyman. Mr. Chairman, I did not reiterate  any charges. I was 
merely test ifying  as to the 1957 and p rior  examinations and as to the 
conferences with Mr. Johnson in 1958.

Mr. Moss. What is the latest examination on this institution ?
Mr. W yman. I do not know what the current one is.
Mr. Moss. What is the lates t examination on this institu tion ?
Mr. Wyman. I do not recall. I think it was w ithin the last few 

months but I  could not give you the exact date.
Mr. Moss. When will supervisory comment be prepared and for 

warded to the institution ?
Mr. Wyman. Tha t I do not know. I do not know the status of 

the analysis and study of the report in th at division.
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Mr. Moss. Will  you let me know, and if tha t goes out prior to 
Jan uary 3, 1963, and this Congress only sits until  then and has au
thori ty only unt il then, I want copies supplied to me because I am 
very interested in what you are going to do. I am interested because 
I w’ant  to see if  this  thing  goes on interminably, unresolved, the Board 
failing to adopt the rules and regulations to correct or to disallow 
practices which you feel are improper, or your finally accepting the 
fact tha t maybe your  policy, not being sanctioned by formal Board  
action, is one which should no longer be adhered to. I want to know 
what you are going to do.

We will formalize th is request to you with a letter and if it occurs 
after the 3d of Janu ary —I have every confidence tha t I shall be back— 
I  can at that  time renew the  request; but I think jus t as an example 
of what Board procedures and supervision really are, we are going 
to follow this, see just  how it is handled, what disposition is made 
of it. I  think it  is again unconscionable that matte rs unresolved 
and unresolvable continue to  constitute the basis for harassing. You 
know I  can be the biggest scoundrel on earth, but if there is no law’ 
agains t what I  do, I am entitled not to be subjected to harassment.

If  my conduct is so notorious tha t it should be corrected, there 
are appropr iate  legal means of correcting it or requir ing its correc
tion, but I  do not think  any of us have the righ t just  to go on and 
on endlessly citing the same old packet when there is really nothing 
we can do about it.

Are there any further  questions ?
Mr. H olifield. I would like to b ring one more case into th is record 

on this matter  of intimidation by harassment.  That is what  it amounts 
to.

Mr. Moss. I  suggest you hold tha t un til we set up the  fu rth er series. 
I want to give them notice so they are prepared to discuss the cases.

Mr. Holifield. I wi thdraw  my request.
Mr. Moss. You can expect notification at this time as to cases we 

expect to discuss.
Mr. Glick. I have a question of Mr. Creighton, if  I may, sir.
Yesterday, as appears an page 151 of the printe d hearing, you made 

reference to the tac t tha t the Board could establish a policy based 
upon par ticu lar facts and applicable  to a particula r area.

Mr. Creighton. I said th at th e Board by resolution had  in instances 
where they were laying down the conditions under which they would 
approve an application for a branch, had laid down the conditions 
tha t must exist  before they would approve a branch operation in that  
par ticu lar a rea, namely, tha t they might say tha t i f there was another 
facility within a certain distance from where this branch  wanted to 
be established or if there were so many branches in an area to be 
served by th is facility t ha t had  less tha n so many thousands of popu
lation or something of tha t sort-----

Mr. Glick. I s this the only area in which the Board can lay  down a 
policy limi ted in area ? When I say “the only area,” tha t is to say, a 
branch application.

Mr. Creighton. Tha t is the only area in which I know that  they 
had dealt with specifically other than  on a national  basis. I t was tha t 
type situation. Tha t is the  only thing that  I had knowledge of. If
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I said in tha t record the other  day, and I do not think I did, bu t if 
I left the impression the Board,  by announcing a policy it will be 
the policy o f the Board that  this should be the way that association 
operates, if I left the impression that  I said, or left the impression 
tha t such a statement had the effect of a rule or regulation of law, I 
want to correct it here because I did not mean that.

Mr. Moss. The thing we were interested in, afte r the hearing on 
yesterday I asked counsel how in the world the Board could adopt 
a rule or regulation or a policy of limited applicability.

Mr. Holifield. I th ink it could.
Mr. Moss. I do not. I think laws ought to be generally applicable 

throughout the area of its jurisdiction.
Mr. Creighton. But you think this, Mr. Chairman,  t ha t there are 

certain conditions tha t exist, maybe in a certain city or certain area, 
whereby they are saturated; and in order  to keep these people from 
filing applications for branches and things  of tha t sort, they let the 
institutions know tha t we believe—now I  will say this, I  do not think 
tha t will keep them, I do not think tha t can bar anybody from filing 
an application for a branch.

Mr. Moss. The granting of branch applications or the approval 
of applications for branches is in the same category as the approval of 
applications fo r charter . It  is wi thin the discretion of the Board.

Mr. Creighton. No question about that.
Mr. Moss. To grant  or withhold.
Mr. Creighton. Tha t is r ight.
Mr. Moss. They can give advance notice of the  crit eria they would 

use to guide them.
Mr. Creighton. Tha t is all it  is.
Mr. Moss. But in the adoption of rules and regulations  fo r the reg

ulation of  this industry, I  th ink they must be generally applicable.
Nfr. Creighton. All of them are. I agree with you. I agree with 

your statement.
Mr. Moss. Well, Mr. Wyman, the committee has no further  require

ment fo r your services and you are now dismissed, exused or-----
Air. W yman. Thank you.
Air. Glick. Air. Chairman, we would like to request permission to 

insert, such documents as have been refer red to into the record.
Air. Moss. There is no objection to tha t procedure.
Air. Glick. And with the permission of the Chair, to delete from 

the record the specific names of individuals and associations which 
have been referred to during the course of testimony by way of 
example.

Mr. Moss. That , of course—there is no objection to that.
Air. H olifield. No.
Air. AIoss. Tha t will be done, then.
The committee is now adjourned.
(AVhereupon, at 3 :50 p.m., the subcommittee adjourned.)
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Home Loan Bank Board,
Office of Supervisory Agent, 
Gr eensb oro , N.  C., A ugust  16, 195 '/.

Board of Directors,
Fir st Feder al Savings & Loan Association,
Atlanta, Ga.

Gentlemen : We enclose Report of Examination and Audit of your associa
tion made as of March 19, 1954, by the Examining Division of the Home Loan 
Bank Board. We re gret the delaj’ in sending you this report. However, it was 
necessary for us to submit several legal questions involved in the report to the 
Legal Department of the Home Loan Bank Board, and we have only recently 
secured rulings or answers to those questions.

We request tha t you review the entire  report carefully, giving especial con
sideration to th e following comments:

1. Violation of section 11/5, 6-7 of the regulat ions
The examiner, in Comment 1-f, page 16-B, of the report lists loans repre

senting 24.5 percent of the assets of the association which are subjec t to the 
regulatory 15 percent of assets limitations. A similar violation existed at  the 
date of the previous examination. At t hat time, in your reply to the supervisory 
letter, you stated tha t in your opinion the association was complying with the 
regulation in tha t undisbursed funds held in “Loans in Process” could be applied 
to reduce the loan balances and thereby reduce the percentage of the loans coming 
within the limitation to less than 15 percent of the assets of the association.

This ma tter  has been reviewed by the Legal Department of the Home Loan 
Bank Bo ard ; they advise tha t the regulation does not provide for such applica
tion of undisbursed loan funds. Therefore, we request th at you arra nge  to 
reduce these loans to an amount not in excess of 15 percent of the associa tion’s 
asse ts; and when this has been accomplished, tha t you confine loans of this 
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type to the limitat ions of the regulation. Please advise us when the dollar amount of such loans outstanding has been brought into conformity with the regula tory provisions.
2. Miscellaneous violation of regulations

Comment 2 by the  examiner s tates that the association has capitalized accrued but uncollected interest as a pa rt of its real estate owned. Section 145.19 of the Rules and Regulations for the Federa l Savings and Loan System prohibits such capita lization; we, therefore , request tha t the $563.98 of uncollected interest, reported by the examiner as being now included in your “Real Esta te Owned Account,” be charged out.
Section 145.19 of the Regulations requires the association to appraise each parcel of real  estate a t the time of acquisition and to keep a signed copy of such appra isal in its records. According to the examination report, the association has not complied with this requirement; we request your assurance tha t in the fu ture th is will be done.
The last paragraph of Comment 4 by the examiner states tha t there is no designation at your East  Point  office as to the location of the principal office. Section 163.27 of the Insurance  Regulations provides tha t when an insured insti tution is operating a branch office or offices outside of the municipality in which its principal office is located, all advertising of, or by, any such branch office shall clearly stat e the locaton of the principal office. We request  t ha t the association comply with this provision of the regulation.

3. Purchase of loans from Home Owners Company
Comment 1-h of the examination report discloses tha t since April 22, 1953, the association has purchased 382 loans, totaling $3,702,913.35 from the Home Owners Company.
Please advise us whe ther the association’s directors directly or indirectly own or control either a majority  of th e stock of the Home Owners Company or more than 50 percent of the stock voted for the election of the company’s directors, or other persons exercising functions  similar  to those of directors, at  the last election, or whether the association’s directors control in any manner the election of a majority of the directors of Home Owners Company or of other persons exercising functions simila r to those of directors. In this connection, it is noted tha t Mr. George W. West, Sr., is chairman of the  board of the Home Owners Company and of the association’s board of direc tors;  tha t the West Lumber Company and certain members of the West family (other than the two who serve on the association’s board of directors)  are stockholders in the Home Owners Company; and tha t half of the directors of the Home Owners Company are members of the West family.

4. Construction loan practices and procedures
Since more than 25 percent of your insti tution’s loan portfolio is concentrated in construction loans to a relatively  few borrowers, and because your association has outstanding commitments of $1,387,500 for additional construction loans, the examiner’s comments concerning your construction loan procedures are pert inen t; we request  tha t you study all of these comments and tha t your particular atten tion be given to the following m at ters:

(a)  The report shows th at your procedures lack several of the important safeguards  usually required in connection with construction lending. Apparen tly no construction loan agreement is used, and the borrower is not required to deposit the difference between the amount of the association’s loan and the estimated cost of construction. The specific loans outlined in the report show that, in some cases, the loan proceeds represent  not only the entire cost of acquiring  and improving the land and constructing the dwellings but also the loan closing costs. In these cases it appears tha t the borrower invests none of his money. In other instances, the association apparently permits the builder to use the loan proceeds and, if they are insufficient, then calls on him for the funds  necessary to complete construction. Under ei ther plan the association appears to have the full speculative building risk, and the builder or developer to have none.
(b) It  also appears  that disbursement checks are  made payable to the borrower and tha t no releases of mechanics’ liens or materialmens’ liens are secured.
(c) Inspections are made by appraiser Shaw who approves all disbursements. However, the examiner states  tha t he was unable to determine the
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degree of completion, the cost of construction, or the borrower’s investment  
from the files of the association. From information the examiner obtained 
outside of the association’s records, it appears tha t in at  least  one instance 
all that was required of the borrower was to locate land on which to build 
and to secure his building supplies from a specified dealer. This builder 
stated that none of his funds were used and tha t the loan proceeds were 
sufficient to cover all costs of acquiring and developing the land and con
struc ting the  houses.

(d) Comment 2-f, page 16-Q, of the report states that the association 
lent Roy Carlton $240,000 to build eighteen dwellings. The cred it report 
in the file shows tha t Mr. Carlton’s net worth was a maximum of $6,000, 
and his annual income as $4,160. It  is evident tha t Mr. Carlton relied on 
the loan proceeds to pay all costs in  acquiring the land and completing the 
houses thereon. When the loan proceeds proved insufficient, the associa
tion had to acquire the property.

We strongly recommend tha t you review your construction loan practices and 
procedures and make such changes therein as will assure t h a t:

(а)  The association has in its possession at  all times funds to complete 
construction, or tha t such control be established and maintained over the 
borrower’s own funds as is necessary to avoid such occurrences as are 
described above in the case of the Roy Carlton lo an ;

(б) Receipted bills or releases of liens are  obtained as assurance tha t 
loan proceeds are being used to complete the security prope rty ;

(c) Inspection reports be completed and made a  part of the association’s 
record, showing progress of construction as a basis for disbursements.

5. Appraisal and lending policy
Information presented in the report on specific loans emphasizes the need for  

a careful study and, in our judgment, revision of the  association’s appraisa l and 
lending study. A summary of four of these loans is :

Loan  No .
A m ou nt  o f 

loa n

Pe rcen tage  of  loan  to —

Certi fic ate  of 
rea son able 

va lue or 
sell ing  p rice

Co st As socia tion’s
appraisa l

9215...... .......................................................................... $454,000
168,000
161,043

1,175,000

83.7
86.0
84.1

103.2

94.2
95.2 
99.4

104.4

76.3
80.0
82.7
85.5

9428..................... - .........- ____ __________________
8540 1 _____________________ ____ __________
RQ4K ..  . _ - ____

1,958,043

1 Or igina l loa ns,  $290,200 or 88.5 pe rcen t of a sso cia tio n’s a pp rai sal .

In two of the cases cited above, the association appears  to have violated the 
regulations in tha t the amount of the loans exceeds 80 percent of its appraisa l. 
In connection with the other loans cited, the association should have known, 
either from the Certificates of Reasonable Value issued by the Veterans’ Admin
istra tion  or from sales advertisements, the asking prices for houses. In the case 
of the eleven permanent loans originating from construction loan No. 9428, the 
association’s appra isals were $5,000 or $5,100 per property, whereas  actual sell
ing prices of the properties were $4,650 each. Purchasers  of the properties 
received a $4,000 loan from your association and a second mortgage of $650 from 
the Home Owners Company; thus these sales were financed 100 percent, the 
borrower having no equity whatsoever.

In many instances, the association’s appraisal is substant ially in excess of the 
sale price, as witness loans Nos. 9215, 9599, 9428, and 8540, and 6948, where the 
aggregate of the association’s appraisal  was $2,584,000, in round figures, a s com
pared to an aggregate sale price (or certificate of reasonable value) of $2,268,- 
100. It  fur ther appears from the examination report tha t the association en
gages quite extensively in making loans to borrowers who have no equity in the 
property  at  the time the loan is made. Since the supreme responsib ility of a 
savings and loan association entrus ted with the handling of other people’s money 
is to operate on a safe and sound basis, there  must be care ful evaluat ion of both 
appra isal and lending practices. With respect to the former, we recognize t hat
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there can be differences between sale price and appraised  value, but the excess of appraisa l over sale price in a volume such as exists here is highly inconsistent with recognized appra isal principles. Purely aside from the appra isal phase, the lending practice clearly violates the demands of sound operation. Not only are loans made to borrowers having no equity, a s indicated above, but  the lending activit ies completely ignore the well recognized principle tha t the loan percentage should be based upon appra isal value or sale price, whichever is less. As a practical matter , the regulatory restric tion upon the percentage of value tha t the association may lend on the  security of real estate is made rather empty and meaningless by a practice tha t does not give effect to this principle.
6. Hazard insurance practices

Under this heading, the examiner states that of 1,566 loans checked (all of which wrere made during the period covered by the examination) it was found tha t hazard insurance was placed through the Home Owners Company in 1,534 instances. It  is obvious, and admitted by the chairman of the association’s board of directors, tha t borrowers have no freedom of choice in the matter of selecting hazard insurance companies and agencies. This is contrary to the longstanding, announced policy of the Home Loan Bank Board, which is that  borrowers should have reasonable freedom of choice as to this  m at te r; we again request tha t your policies—be revised so tha t borrowers shall have reasonable freedom of choice in the placing, renewal, and extension of insurance covering properties mortgaged by them to the association.
7. Requirement as to purchase, of building materials

Under the heading “Construction Loan Procedures,” your attention is  called to the report by the examiner, which will be found on page 16-F, to the effect tha t a builder wras required to purchase all building m ateria ls from the West Lumber Company as a condition for construction financing by the association.“We shall appreciate i t if you will advise us specifically and fully as to what, if any, conditions or requirements are imposed on borrowers with respect to the purchase of mater ials used in the construction of homes financed by the assoc iation ; also, the particular types of circumstances under which any such conditions or requirements are  made.”
After you have considered the report of examination, and this lette r and have taken such action as is required, please send us two certified copies of excerpts from your minutes setting forth  the action taken on each point discussed. Yours very truly,

J.  M. Sin k , Jr .,  
Supervisory Agent.

EX CE RP TS  FROM  T H E  REP ORT OF EX A M IN A TIO N  AN D AUDIT  OF T II E  AS SO CI AT IO N

e. Loans subject to comment previous report—collection policy
The two loans listed as subject to comment in the previous examination report have since been foreclosed.
The Association’s senior loan officer, Ellis Kirk, is in charge of collections. Reminder notices are mailed, but the principal procedure is by personal contact, telephone and letters. The VA procedure is followed on GI loans. When collection procedures have been exhausted  by the Association, the loan is placed in the hands of the attorney for collection or foreclosure.

/. 15 percent of assets limitation

Unp ai d 
ba lan ce 

M ar . 19,1954

Loans in 
process

M ar . 19,1954

Lo ans on ot he r th an  hom es.  . . . $194,207.42 
84,824.53 

7,994,522. 54

$505.00
0

4,815 ,694.88

Loans o n home s ove r $20,000 . .
St ra ig ht  l oa ns ____ ________

Tota l............. ........................... 8,273 ,554.49 4,816,199.88

N ot e.—Th e unp ai d pr incipa l balan ce show n ab ov e com pris es 24.5 pe rcen t of th e As socia tion’s assets.
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g. Mult iple borrowers and loan concentrat ions

B or ro w er
N u m b er 
of  u n it s

N u m 
be r of  
lo an s

O rigi na l
am o u n t

U npaid  
ba la nce  
M ar . 19, 

1954

P e rc en t 
to  to ta l 

m o rtg a g e  
lo an  

bal an ce

B ay li s,  E A ____________  ______ _________ 77 5 $341,000 $260,475.00 0.85

Boo th ,’ Q. E ........................ ............................... ......... . 31 2 183,800 59,64 3.3 7 .1 9

B ui ce , .J M  _______________________________ 65 1 454,000 295, 700. 00 .96

C hri st ia n , J.  L  ____________________________ 10 2 75,000 32, 500. 00 .11
Dos s,  K  E _____________________________ 19 3 54,550 53,865. 56 .18

F e tt . F  O  , J r  ____ ____ - ..........- ____ ______ 51 3 596,500 554 ,569.52 1.81
E e tt  R  L  &. B . J  _________________________ 20 6 159 ,400 157, 789.53 .51

H anes J A _ ______________________  - 20 2 160,000 160 ,000.00 .5 2

Ila n es  W  C ___________________________ 195 3 1.332 ,00 0 846, 747.50 2.76

H ar ri ng to n , H . S _ _________________________ 11 2 104,500 83, 5C0.00 .2 7
Tifia mo n C  A , A S m it h  _______ 20 2 222,000 92 ,81 7.6 0 .30

TJn ds ev , Ree  __ ____________________ 203 2 942, 400 890,866. 21 2.90

Ro n cl J  W  _ ___________________________ 72 1 637,500 200, 50C. 00 .6 5
M an ly , M rs  D . C ............... ..................... - ............... 48 7 261,700 261,394.33 .85

M oo re , R  S __ - _________________________ 8 2 32,0 00 23 ,50 0.0 0 .08

N or w oo d R ea lt y  C o _________________________ 384 3 3,529, 236 3,4 07 ,626 .85 11.11
S m it h , W  H  " .......................................... ............... 116 3 283,500 180,000.26 .59

W hit le y , O. W .......................- ................... ................. 82 5 678, 736 371,2 05.48 1.21

T o ta l___________________________________ 1,43 2 54 10,047,822 7,932, 700.61 25 .85

h. Loans purchased— Home Owners Company 
The President  of Home Owners  Company furnished  the  exam iner  certifi ed

copies of the company’s officers, d irec tors , stockholders , and financia l sta tem ent , 
a tra nscri pt of which is shown below :

Officers

N am e Off ice A m o u n t of 
sh ar es

H e rb e r t  J  W e s t  _ _ ______________ P re sid en t , __________________ $4, 420
J va n M  Jenk in s  ____________________ Vice P re s id e n t....... ....................... 2,1 60
W il li a m  J  H o g a n  ITT __ __ ___ Vice P re s id e n t_______________ 990
A E S te w art  _ __________________________ Vice P re s id en t- T re asu re r-------- 0
E ss ie  C a in  ________________ Vi ce  P re s id en t- S ecre ta ry _____ 1,000
W il m a  S to v a ll  _______________ A ss is ta n t S ecre ta ry __________ 0

$8,570

Directors Amount
Name of shares

Essie Cain ___________________________________________________$1. 000. 00
Harold H. Jenk ins ___________________________________________  1,650.00
Ivan M. Jenk ins _____________________________________________  160. 00
Mrs. Mar ilu Mobley 3_________________________________________  2, 500. 00
Char les B. We st_____________________________________________  1, 000. 00
George W. West, Jr .1__________________________________________  1, 000. 00
George W. West, Sr.1 (Chairm an of the Bo ard) -----------------------------  14. 540. 00
Herbert J. We st_______________________________________________  4, 420. 00

T o ta l___________________________________________________  28, 270. 00
1 Als o offi cer s and  d ir ec to rs  of F ir s t Fed er al  Sa vi ng s an d Loa n A ss oc ia tion  of  A tl an ta .
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Stockholders  of record, Feb. 28, 1954

Nam e Percen t to 
tota l

Amount of 
shares

J. N. Bailey______________________________________________________ $30
1,000

30
30
10

1,140
2,280
1,000

990 
1,650 
2,160 
2,340 
1,000 
3,000 
3,590 
5,750 
5,010 
2,280 
2,500 
1,000

220
2,280
1,000
3,280

80
510
170
220

2,500
1,000

680 
14,540 
1,000 
4,420 
2,560

Essie Ca in______________________ _________________________________
A. K . Derric k____ ______ _________ ________ _______ _______________
H. R.  D errick___ ________________________ ________________________
T. Hugh Freeman_____________ ____ _______________________________
E. W. Got tenstra ter  1____-___________________ ____________  . . . . . . 1.6

3.2T.  O. H athcock 1_____ ________________________________ ___________
Dr . Thomas J. Hicks______________________________________________
Willi am J . Hogan I II ___ _________________________________ _______ _
H. H. Jen kin s___________________ ____ ________ ____________ _____ _
I. M. J enkin s________________________________ ______ __________ ___
He rbe rt Johnson  2............ ............. ............... ................ . ................  . . .  . . 3.3

1.4Ma ry Lee Jones 8________________________________ ______ ______ _
Dana D yer Jordan_________ __________________  ______ __________
Gunnelle  Lowe_______  ____ ___________ _____________ ____________
Estate of Alline Balla rd Marshall______________________________  . . .
Douglas W. Ma tthew s_____________________________________________
Dr . Hal  C . M iller  1__________________________ ____ ________________ 3.2

3.5Ma rilu  Mobley 1_________________________________________
Josephine Mu rdock_________________________________ _____ . . .  .
A. W alton N all___ _______________________ _____________ __________
E. Ralph Par is 1_________________  ______________________ ________ 3.2

1.4Mildred G. P end erg ras s8___  _______  ________________  . . . . . . . . .
Mrs. Em me tt L. Qu inn_____ ____ _ ________ _______ __________  . . .
Mrs . J . G. Ray ... .". _______________________________________________
Mrs. F orre st Lovelace Ro berts___________ ________ ___________ ____. .
Gene Rober ts____ _________________________  _____________________
Joe L. Rober ts____ _________________________ __________ __________
Joseph S. Shaw *___________________________________________ _ . . . 3.5Charles B. Wes t___________________________________________ _____
Mrs. George W. West____ ______________ __________ __________ _ . .
George W. West, Sr.1___ ______________________________ _____ _____ 20.4

1.4George W. W est, J r. 1_______________ _____________ ________________
H. J . West,  J r ..  _________ ____________________ ______________ ___
West  Lumber  Co____________ ________________________________  .

To tal _____________ ________ _________ _____________________ .. 46.1 71,250

1 D irec tor of Firs t Federal Savings and  Loan Association of A tlan ta.
2 At torney  for F irs t Fede ral Savings and Loan Association of Atlan ta. 
2 Employee of F irs t F ederal Savings and Loan Association of Atlanta.

Financial statement, Feb. 26,1954
ASSETS

Cash on han d and  in ba nk s_____________________________________ $25, 270. SO
Acc ounts Receivab le___________________________________________  32,194. SO
Mo rtgage  Lo ans------------------------------------------------------------------------  239, 019. 41
Gua ranty Fu nd  Ce rti fic ate s an d Sto cks__________________________  14, 000. 00
Real E st at e____________________________________________________  4, 366. 70
Furn iture  and F ix tu re s________________________________________  8, 353. 32
Othe r Asset s___________________________________________________  5, 599. 51

T o ta l_____________________________________________________  328, S04. 54

LIABILITIES
Ca pi tal  Stock__________________________________________________  71, 250. 00
Su rp lus_______________________________________________________  153 ,057.33
Esc row  Acc oun t_______________________________________________  5, 656.18
Un earne d Income on In st al lm en t Accou nts_______________________  48, 791. 33
Reserve fo r Ta xe s__________________________ - _ _______________  40, 448. 41
Prem ium s an d Com missions Pa ya ble_________ ___ ______________  5, 845. 03
Ot her Li ab ili tie s____________________________ __________________  3, 756. 26

T o ta l_____________________________________________________  328, 804. 54
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Sinc e th e  la s t ex am in at io n,  A pr il 22 , 19 33 , th e  fo llo w in g lo an s h av e be en  p u r

ch as ed  fr om  t h e  H om e O wne rs  C om pa ny  :

N um be r of lo ans U np ai d
ba lan ce

R at e of 
dis co un  t

Am ou nt  o f 
di sc ou nt

104 . _____________________ ____ _______________ - ............ . $92 0,5 75 .87  
94 ,019 .10 

432, 558. 45  
2,2 55,  759.9 3

Percen t
8. 0
6 .0
2. 0
pa r

$7 3,7 54 .96  
5,653. 92 
8, 69 1.04  

0

7 . ____________________________________________________
48 ______ ________ _____________________________________
223 ........................................... ............ ...................................................

3, 702, 913.3 5 88 ,099 .92

All of  th e  lo an s pur ch as ed  ab ov e w er e G. I. lo an s an d  th ose  p u rc h ase d  a t a 

di sc ou nt  w er e a t th e ra te  of 4 ^  pe rc en t. As  w ill  be  no te d,  th e  am o u n t of  

di sc ou nt  is  sl ig htl y  in ex ce ss  of  th a t ba se d on  th e  unpa id  bal an ce du e to  p ay 

m en ts  b ei ng  rece iv ed  su bs eq ue nt  to tim e of  c om pu ta tio ns .
P ra c ti ca ll y  a ll  of  th e lo an s purc has ed  ori g in at e in th e fo llo w in g m an ner . Th e 

A ss oc ia tio n fin an ce s th e sh o rt  te rm  co nst ru ct io n loan s. P erm an en t fin an ci ng  is 

m ad e th ro ugh Ho me  O wne rs  Com pa ny  wh o ac ts  as  ag en ts  fo r th e  buil d er/ se ll er.  

As p erm an en t lo an s a re  clo se d th ey  a re  so ld  to  th e as so ci at io n.  A ch ec k of th e 

lo an  files in dic at es  th a t th e sa le s co mmiss ion ch ar ge d th e se ller  ap pro x im ate s fo u r 

and  fiv e- te nt hs  pe rc en t an d  th e in it it a l se rv ic e ch ar ge  to th e G. I. bor ro w er  is  on e 

pe rc en t.
A li st  of  th e  lo an s clo se d by Ho me  O w ne rs  Co mpa ny  is fu rn is h ed  th e  A ss oc ia 

tio n ea ch  da y.  Th e A ss oc ia tio n w ri te s in div id ual  ch ec ks  on ea ch  lo an  w hi ch  

m us t be de live re d by th e fo llo w in g mor ni ng . The  lo an s pu rc has ed  a re  ap pr ov ed  

by th e  boar d of  d ir ec to rs  as  loan s o ri g in ati n g  th ro ug h th e A ss oc ia tio n.

* * * * * * *

* * * la nd , gr ad in g,  su bd iv id in g,  in st al li ng  se wer s, gut te rs , pa vi ng , an d co n

st ru c ti o n  of th e  dw el lin gs . Ch ecks a re  m ad e pay ab le  to  th e bo rr ow er ; no 

af fida vi ts  o r re le as es  f ro m  m ec ha ni cs  or  m at er ia lm en  a re  t ak en .

The  B oa rd  of  D ir ec to rs  auth ori ze s tw o ap p ra is ers  to  in sp ec t pro per ties.  Th e 

or ig in al  a p p ra is a l of  co nst ru ct io n lo an  p ro per ties is  sign ed  by tw o ap p ra is ers , b ut 

on th e  fr eq u en t ad dit io nal  ad va nc es  th e ap p ra is a l is on ly sig ne d by  Mr . Sh aw . 

Th e ex am in er w as  in fo rm ed  th a t on ly Mr . Sh aw  m ak es  th e a p p ra is a ls  on al l ad d i

tion al  loan s.
In sp ec tions  a re  mad e re g u la rl y  by  a p p ra is e r Sha w  who  ap pr ov es  a ll  di sb urs e

men ts.  T he  bo rr ow er s usu al ly  re qu es t ad va nc es  ea ch  F ri d a y  or ev er y oth er  

we ek. T he  A ss oc ia tio n us es  a n  in sp ec tio n re p o rt  f or m  w hi ch  h as  c ol um ns  h ea de d 

w ith  da te , w an ts , ba la nc e,  ap pr ov ed  f or , dat e,  b y. I t  is im po ss ib le to  t el l fr om  t h e  

lo an  file s a s to  w hat  st ag es  of  c om pl eti on  th e dw el lin gs  a re . I t  w as  ne ce ss ar y fo r 

th e  exam in er  to  m ak e phy si ca l in sp ec tion s of  some  pro p ert ie s to  ver if y  in fo rm a

tion  su pp lied  by  ap p ra is er Sh aw  as  to es ti m ate d  st ag es  of  c om pl eti on .

Si nc e th e  file s w er e so  in co m pl et e as  to  co nst ru ct io n ag re em en ts , in sp ec tion s 

an d st ag es  of  co mpleti on , co sts of  co nst ru ct io n and  etc ., th e exam in er  at te m pte d  

to  se cu re  ad d it io n al in fo rm at io n  from  th e  bui ld er s w ith  re sp ec t to m et ho ds  of  dis 

bu rs em en t, co ns tr uc tion  co sts , w het her  or no t he  put an y mon ies in  th e  de ve lop

m en ts  an d  if  so a t w h at st ag es . On ly on e co op er at ed  fu lly an d he  as ked  th a t 

he  no t be  na m ed . H e ad vi se d th a t th e  on ly  ob lig at io n on hi s p a r t w as  to  find 

su it ab le  la nd  to bu ild  on, w hi ch  w ou ld  th en  be in sp ec te d by Mr.  W es t, Sr . No 

fu nds of  h is  ow n w er e ev er  re quir ed  to  be p ut in to  th e co ns tr uc tion . H e fu r th e r 

ad vi se d th a t he  ha d be en  in  th e  co nst ru ct io n bu sine ss  fo r m an y y e a rs  and  kn ew  

of  no  o th er fina nc ia l in st it u ti o n  in  A tl an ta  w he re  th e bor ro w er  did  n ot ha ve  to 

p u t an y of  hi s ow n mo ne y in to  th e  p ro je ct —a dv is ed  th a t th is  w as  t r u e  o f bu il der s 

o th er  th a n  hi m se lf . As  to  th e  ag re em en ts  re qui re d be tw ee n him se lf  an d th e  As

so ci at io n,  th is  bu il der  ad vi se d th er e w er e on ly tw o ; fir st,  th a t th e n e t sa le s pr ic es  

w ou ld  be ap pl ie d ag ain st  his  in de bt ed ne ss  to  th e  A ss oc ia tio n w ith  an y  eq ui ty  leD  

a ft e r th e lo an  w as  re pa id  to  be  his  pr of it,  and  sec on d, th a t a ll  buil d in g  m ate ri a ls  

w ou ld  b e p urc ha se d f ro m  t h e  W es t Lum be r Co mp an y.
A no th er  bo rr ow er  ad vi se d th a t th e A ss oc ia tio n ad van ce s th e ir  fu n d s fi rs t an d 

he  puts  hi s in  la s t if  ne ed ed . Th e sa m e pr oc ed ur e w as  us ed  h er e by  ap pl yi ng  t he 

n e t sa le s pr ic es  of pro per ties ag ain st  hi s in de bt ed ne ss  and  w h at is  le ft  to  be  so ld  

a ft e r th e  lo an  is pa id  off w ill  re pre se nt his  pr of it.  S ti ll  a n o th e r b u il d er ad de d a 

st at em en t,  “K no w of  no o th er le nd in g in st it u ti o n  w it h  as  li b era l le ndin g te rm s. ”

74890—62—pt. 3---- 15
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Permanent loan applications rare ly show the amount the applicant is paying 
for the property. President West advised th at the Association was not interested 
in such purchase prices and did not inquire as to what they were. In response to the questionnaire with respect to prevailing sales prices for single-family dwell
ings in various price ranges as compared with prices of one year ago, Pres. West replied “Opinion is only a guess as  we are concerned with appraised values, 
not sales prices.” As to the percentage changes requested he replied tha t they were “unknown.”

Detailed information was obtained with respect to several construction loans which is submitted as fol lows:
Re loan No. 9215, J. if . Buice

This loan was made 6-16-53 in the original amount of $454,000.00 and due in 
6 months from date. The loan settlement sheet shows the following:
Closing costs---------------------------------------------------------------------$14, 755. 00
Purchase of land__________________________________________  32,000. 00
Held for completion_______________________________________  407, 245. 00

Total loan__________________________________________  454, 000. 00
The purpose of this loan was to purchase land, clear, grade, subdivide and develop into 65 lots improved with dwellings. The property was appraised for $595,000.00 based upon completion. Cost of construction was apparently not sought by the Association.
The property to be developed was described by 2 plats. One of w’hicli 21 dwellings valued a t $224,700.00 (10,700 each) of which $22,050 was * * * 

* * * * * * *
(5) “Gentlemen: I will thank  you to return to the Home Owners Company the new fire and extended coverage insurance  policy on my house at 1492 LaVista Road for cancellation, which policy you procured from the Home Owners Company without my authorization.
“You no doubt have received by now from the C. Fred Brown Insurance Agency the new policy covering this property. As long as I  am paying for the insurance I reserve the right  to purchase it where I  wish.”
Association’s re ply :
“In the loan deed contract we have with Mr. W. H. Smith, he gave us the 

right to designate agency and company in the matter of fire insurance, and this we did at the  time the loan was closed.
“We presume you have assumed this contrac t or bought the  property subject to same;  therefore, we are returning to you policy sent to us by Mr. C. F. Brown, Agent.”
(6) The following is a transcript ion from the code of Georgia Annotated:“Book 17.
“Title 56. Insurance.
“Title 57. Inte rest  and Usury.
“Chapter 56-4A. Unfair trade practices.
“56.404a. Unfair  methods of competition and unfa ir or deceptive acts or practices defined.—The following are hereby defined as unfa ir methods of com

petition and unfa ir and deceptive acts  or practices in the business of insuran ce:“ (10) Requiring or imposing as a condition to the sale of real or personal property or to the financing of the same, or as a condition to the granting of 
or an extension of a loan which is to be secured by the title to or a lien of 
any kind on real or personal property,  or to the performance of any other act in connection with such sale, financing, or lending whether such person thus 
acts for himself or for anyone else, whatever, tha t the insurance or any renewal thereof  to be issued on said property as collatera l to said sale or loan, shall be 
written through any partic ular  insu rance company or age nt; Provided, t hat this section shall not apply to a policy purchased by the seller, financier, or lender 
from his or its own funds and is not charged to the purchaser or borrower 
in the sale price of the property or the amount of the loan or required to be paid for out of  his personal f un ds : Provided, furth er, tha t such seller, financier, 
or lender may disapprove for reasons affecting solvency or other sensible and 
sufficient reasons, the insurance  company selected by the buyer or borrower.” (Acts 1950, pp. 326, 327.)
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2. REAL EST ATE  OWNED

The Associa tion car rie s delinquent int ere st as pa rt of the capitaliz ed cost of 
rea l est ate  owned. Of the  tota l capitaliz ed value of the  36 proper ties  shown 
as acqui red in this rep ort  tota llin g $404,284.79, $4,393.23 of thi s was uncollected 
interest. Included in the  book value of rea l estate  owned as shown in the  cur
rent  report is $536.18 of uncollec ted intere st. No adjus tment s were  made for 
purposes  of this  report. .

The Association does not  rea ppraise proper ties  upon acquisi tion  throug h 
foreclosure.
( a )  In  re 2^3 Oak Drive, College Park, Georgia

The Assoc iation’s orig ina l loan, dated 7-16-51 was for  $4,100.00 and  was 
secured by proper ty app raised  for  $6,000.00, 6-5—51, (land $500.00 improve
ments $5,500.00). The Association obta ined  tit le  to the  proper ty thro ugh  fore
closure proceedings 1—16—53 a t which time  they  showed a tot al capital ized  v alue  
of $4,151.71. The proper ty was sold to one of the  Assoc iation’s con trac tors , E. 
A, Baylis, 1-29-53 thro ugh  financing of a $5,000.00 loan by the  Associa tion. Mr. 
Baylis paid $4,560.85 for  the  prop erty  which resu lted  in a profit  of $409.14 to 
the Associat ion. The Assoc iation’s 2nd app raisal  dated 1-29-53 was  fo r 
$7,500.00 (lan d $1,000.00—improvements $6,500.00). As fa r as can be dete rmined  
by the  appra isa l reports no improvements have been made in the  p roperty  since  
the  orig inal  app rais al.
(b ) In  re lots .'f d  6, A. D. d  Sidney S rochi property, Druid Hil ls Road  North

The Assoc iation’s original loan was  dated 5-8-52  in the  orig inal  amount of
$57,000.00, with balan ce due 6 months from date. The underly ing security was 
5 lots, which the  associat ion app rais ed for  $73,500.00 a fte r improvements. All 
of the  proper ties  had  been completed and  released from the  A ssocia tion’s secu r
ity deed with the excep tion of one vac ant  lot and  a completed residence as of 
May 14, 1953, at  which  time the unpaid balance of the loan was $14,702.39. The  
Association advises th at  Mr. Johnson could not sell the house and so a fte r due  
notice, the  Association foreclosed on the  alre ady  p as t due loan. The Association 
took tit le to the  pro per ty through foreclosure proceedings 7-10-53, a t which 
time they were carry ing  i t a t a capi talized value  $15,044.04. August 10, 1953, the 
Associa tion deeded the  prop erty  back to Mr. John son for  their  capita lized value.  
Mr. Johnson paid foreclosure costs of $410.00 and $40.00 inspection costs dire ctly  
to the  Assoc iation’s attorn ey,  Johnson, and  app raiser , Shaw, respectively.

Mr. Sam John son orig inal ly purchase d the  proper ty from W. II. Smith,  con
tracto r. At time of the Association’s loan closing, $12,000.00 w as disbursed to 
defray th e cost of the  land.

Payoff by Mr. Sam John son was accomplished by his sale  of the pro per ty to 
his son-in-law, Mr. Wooten, who financed a loan through  Southern  Federa l Sav
ings and  Loan Associa tion.
(c ) In  re 269 Willow Stre et, College Park , Georgia

The Association closed the  loan 1-26-53 in the  name of W. C. Hosch for  
$4,000.00 based on an appra isa l of $5,000.00. Home Owners Company took a 2nd 
mortgage for  $500.00. The Association obtained tit le  to the  prop erty  thro ugh  
forec losure proceedings 7-7-53 and  deeded the proper ty to Home Owners Com
pany  10-29-53 for  thei r total capital ized  value of $4,204.79. On November 20, 
1953, th e Associa tion aga in financed a loan on th is proper ty in the  name of Sall ie 
and  Jimmie  B. Mallory in the  orig inal  amount  of $4,000.00 and aga in based on 
an appraised value  o f $5,000.00. Home Owners Company, the  sellers, aga in took 
a 2nd mortgage on th e property.

The Associa tion secu red tit le  to the  property a second tim e through  foreclosure 
proceedings March 4, 1954, at  which time the  capitaliz ed value was $4,240.14 
and  which balance is shown as Real Es tat e Owned for purposes of this report .

The Associat ion is now in the process of tra nsferri ng  tit le  to Home Owners 
Company, holders of second mortgage.
(d )  In  re Jt 18 Pine Street , College Park, Georgia

The Association granted the orig inal  loan of $4,000.00 9-26-52  to Gordon B. 
Mills, Jr. , at  which time Home Owners Company granted a 2nd mortgage of 
$500.00. The Association’s appra isa l was  $5,000.00. Fore closure proceedings 
were completed August 4, 1953, a t which time  the  Association had  a to ta l 
capi talized investme nt in the proper ty of $4,102.48. On August 28, 1953, check 
for  $4,102.48 was received from Home Owners  Company in conside ration of a 
Warr anty Deed to the proper ty from  Fi rs t Federal . Also on August 28, 1953,
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the  Association financed a perm anent loan to Richard  C. McWilliams in the 
orig inal  amount of $4,500.00. Home Owners  Company took a 2nd mortgage 
of $1,000.00 at  time  of loan closing which completed the financing of the  total 
purcha se price  of $5,000.00. The Assoc iation’s new app raisal  dated 8-26-53  w as 
for  $6,000.00.

This proper ty was purchased  orig inally from E. A. Baylis , cont racto r, for  
$4,650.00.
(e )  In  rc 533 Pine Stre et, College P ark, Georgia

The Associa tion granted  the original loan  12-13-52 to Nellie H. Craw ford  in 
the  amount of $4,000.00 based on an appra isa l of $5,100.00, at  which time Home 
Owners Company granted a 2nd mortgage of $500.00. Foreclosu re proceedings  
were  completed by Fi rs t Federal  10-6-53, at  which time the Association had  a 
tot al capi talized investment in the  proper ty of $4,047.90. On October 7, 1953, 
check for $4,047.90 was received from Home Owners Company in cons idera tion of 
a Warr an ty Deed to the  prop erty  from Fi rs t Federal . Also on October 7, 1953, 
the  Associat ion financed a perman ent loan to Her shal E. Richardson in the 
orig inal amount  of $4,000.00. Home Owners Company took a 2nd mortgage of 
$1,200.00 a t time of loan closing, which completed the financing of the purchase  
price  of $5,200.00. The Association’s new apprais al, dated 9-14-53, was again 
$5,100.00

(Note.—War ran ty Deed from Fi rs t Fed era l Savings & Loan Association of 
Atlanta to Home Owners Company, dated October 7, 1953, recorded in Deed 
Book 105, page 300, Clayton County Records. Warr an ty Deed from Home 
Owners Company to Hershal E. Richardson, date d October 7, 1953, recorded in 
Deed Book 105, page 299, Clayton County Records .)
(/ ) I n r e R /S  Sherida n Road—Roy Carlton

The Association’s original loan was dated 6-16-52 in the original amount of 
$240,000.00 and  due in six months. The  Assoc iation’s appra isa l dated 5-30-52 
based on plans and  specifications to build  dwellings on the  18 vac ant  lots was 
$324,000.00.

The following is tran scribed  from the  credit report  in the borrower’s file.
“Married, ye s; Age 26; Net Wor th $5-6M; Income $4,160 annually .
“Em ployment: Roy Carl ton is self-employed in the  cons truct ion business as 

a contrac tor,  and  does general building  and repair.  He employs two construc
tion men. He has  been in thi s business for  three yea rs and has  good prospects 
for the future . Wife is not employed. Subjec t builds one house at  a time.”

Method of Loan Dis bur sem ents: The sales con tract showed th at  the  tota l 
cost of the  land  was $15,500.00 which  amount was disbursed the refor at  time of loan closing.

As of  1-29-54 Mr. Carl ton conveyed his intere st in the  p rope rty to the Associa
tion by means of a Warr anty Deed due to the  fac t that  he was unable to meet 
the  principa l and  intere st paym ents on his indebtedness. The Associa tion’s 
apprais er, Shaw, and Carl ton estimated  th at  $2,000.00 add itional money would 
be needed by the Associat ion if they were to dispose of the proper ty without 
loss. Mr. Car lton agreed to pay thi s amount, a port ion of which was to be 
applied again st his delinquent intere st, ra ther  than have  the prop erty  foreclosed 
and imp air his credit stand ing.

At the  time of conveyance, the  Associatio n’s loan balance was $108,417.68 
which was  secured by 11 lots, 5 of  which  were improved with almost completed 
dwellings.  The Association completed the houses at  a  tota l n et cost of $2,206.81. 
(This figure reflects meter and insu rance r efun ds.)

One of the  lo ts has  been sold  fo r $3,000.00 and 4 of the dwellings have been sold 
at  an ave rage sales price  of $18,962.00. The book value remaining is $34,229.99 
which is secured by the one completed dwelling and 5 vacant lots. The Associa
tion ’s apprais er estim ates  th at  the proper ties  will be disposed of as f ollow s:
Anticipated  s ales  price of lots (5 )_____________________________ $15, 000. 00
Asking price for  dwell ing_____________________________________  19. 500. 00
Meter refund s stil l to be app lied______________________________  1, 531. 01

Total receipt s___________________________________________  36, 031. 01
Association’s indebtedness ___________________________________  34, 229. 99

Est imated pro fit_________________________________________  1, 801. 02
(Note.—These propertie s had  been placed in the  hands of Gross Realty for 

sale  and  to whom commissions totall ing  $2,455.50 have been paid  on the above 
sales. The commissions are based on 5 percent for  firs t $10,000.00 and 3 pe rcent  
on th e excess.)
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3.  COMMISSION'S PAID FOB SAVINGS

The following are  excerpts from an agreement between Fir st Federal and 
John A. Donnelly & Company, of West Haven, Connecticut. Original contract 
was dated 7-31-53 and amended 3-12-54 by increasing the number of banks from 
10M to  25M.

You are hereby authorized to conduct a personal survey campaign in behalf 
of this Insti tution to secure direct prospect leads for the sale of the services 
of this Insti tution and to secure new share savings accounts for us according 
to our plan of operation through the sale of coin banks, the style of which has 
been mutually agreed upon between us, in our city and surrounding terri tory , 
under the  following terms and conditions, to wit :

(1) You are authorized to secure a maximum of 25,000 new savings enroll
ments through the sale of our banks, collecting from each customer thus secured 
the sum of $1.00 for the sale of said bank with the agreement tha t should this  
customer open a share  savings account in our Institu tion, we will, one year from 
the date of the purchase of the bank, repurchase the bank for the price paid, if 
this customer shall have a saved balance on his account of a t least  $36.00 one 
year af ter the date of h is purchase of the bank.

(2) On the sale of the bank either in the field or a t the Institu tion, you are to 
receive during the time you or your sales people are  engaged in active field 
solicitation the $1.00 obtained from the sale of the bank.

(3) We agree to pay you 430 on each of the 3,000 Zell Banks we now have on 
hand or a total  of $1,290.00 the day you s tar t Active Solicitation for us in the 
field at Atlanta. The start ing date  for Solicitation is not to be later than  
October 1, 1953.

(4) We agree to purchase from Zell Products Corporation 7,000 Combination 
Buckingham Calameter-Picture Banks at  $2.00 each, a purchase order for these 
banks is attached hereto and becomes p art  of th is agreement. (Since increased 
to 25M.)

(5) For the services which you will render  under this author ization  we agree 
to pay you $1.00 for each account opened in our Institu tion, by bank purchasers 
or by persons previously solicited by you, and you will reta in the sum of $1.00 
collected by you or your solicitors in the placing of each bank. We will remit to 
you on the tenth of each month the amount to which you may be entitled under  
the provisions of this  authorization.

New agreement entered into October 19, 1953, whereby the Association agreed 
to pay Mr. Donnelly % of 1% for new money brought in and the same for 
prospects given the Association which result s in new money being deposited 
within 6 months of date of receipt of prospects.

As of the examination date, tota l commissions of $1,961.94 have been paid 
based on the following performance:
3,069 Zell banks, at  430_____________________________________ $1, 319. 67
$7,053.60 new savings at  % of 1%_____________________________ 35. 27
339 banks sold and 252 accounts opened________________________  591. 00

Total du e___________________________________________  1, 945. 94
Overpayment to Donnelly_______________________________  11.00

Total  P a id ____________________________________________ $1,95 6.94

4.  BBANCH OFFICE OPERATIONS

The Association has two employees in their  Eas t Point Branch office, Mrs. 
Mamie King, the managing officer and Mrs. Louise Mann, clerk. Both act 
as tellers and sign checks. As of the examination date the branch was servicing 
956 savings and investment accounts and 377 loan accounts. All subsidia ry 
ledgers are kept a t the branch office and are  posted by i ts employees. (Payment 
slips and duplicate disbursement vouchers are transm itted to the main office 
daily where they are  analyzed and posted.) A.separa te general ledger is not 
maintained for the bra nch ; its transactions  are consolidated with those of 
the main office in a daily cash book and posted to the general ledger monthly. 
The branch does, however, mainta in a memorandum cash receipts and 
disbursements record and a control of the subsidiary accounts.

Mortgage loan applications are taken at the branch office but are  closed 
through the main office. Share loans are  approved by the branch office.

74890 O— 62— pt . 3------16
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At the end of each month, Mrs. Jones, Association’s comptroller, makes a general audi t of the curren t month’s operations by checking the cash, cash 
receipts and disbursements records, and by running tapes of the subsidiary 
ledger accounts. The bank statements are  sent directly to the main office where they are  reconciled by Mrs. Jones.

The name appearing on the door of the branch office reads Fir st Federal Sav
ings and Loan Association of A tlanta  with no designation to its being a branch office.

September 10,1954.Mr. J. M. Sink , Jr.,
Supervi sory  Agent, Home Loan B ank Board,
Greensboro, N. C.

Dear Mr. Sink : We have reviewed your report of examination and audit of 
this association made as of March 19, 1954, by the Examining Division of the 
Home Loan Bank Board, and we desire to make the following observations, comments, and reply.

Paragraph No. 1. “Violation of Section 145.6-7 of the Regulations.” The 
facts as shown by our records and as indicated on page 16-B of the report of ex
amination are tha t we have $194,207.42 in loans on other than homes and $84,-824.53 on home loans which exceed $20,000.00. This is a very nominal percent
age of our loan portfolio. All of our other loans are  home loans. The $7,994,-
522.54 as stated on said page are  secured by blanket mortgages as indicated, but 
the note specifies the amount of the loan in each case against each home and no one of them exceeds $20,000.00.

Our records show that the total amount disbursed on these loans is 10.44% of 
our assets a t the time of this audi t and th e association has reserved the right in a separa te contract to terminate advances on any one of these loans at any time, 
and those contracts are and were in the files. In other words, we are not committed to advance on non home loans plus these blanket mortgages which we con
tend our loans in excess of the 10.44% indicate as advanced by our records a t the  time of the audit.

Furthermore, we submit that our method of making blanket mortgages on sub
division projects is right. It is more economical for us and for our customers. It 
is more convenient for all concerned. It gets the  same result in the final analysis and enables us to do business when otherwise we could not.

Paragraph No. 2. “Miscellaneous Violation of Regulations.” Your question is an objection to our accrual of intere st in a capitalized value of foreclosed prop
erty as specified in Section 145.19 of the regulations. Most of this is accrued interest on veterans’ guaranteed loans for which we have the obligation of the 
United States to pay. However, we agree either to charge this item off or to create a special reserve in the amount of it  which will comply with the regulations. 
The sum involved in the report is $563.98.

Your next question is tha t of the name of the association on our East Point 
Branch and its advertising. The full name of the Association—First Federal 
Savings and Loan Association of Atlan ta—is the name on our East Point 
Branch which in our opinion is in compliance with the regulation. Our East 
Point Branch as such does no advertising. If you have any further questions about this,  please notify us.

Paragraph No. 3. “Purchase  of Loans from Home Owners Company.” The 
question is with respect to the Home Owners Company. This company is a 
Georgia business corporation owned by various parties and the names of all of 
its stockholders and officers are  quoted in the report, which information we 
unders tand was furnished to you by it. It is not an affiliate and not affiliated 
with this association. From the information furnished on your report, which we have checked, it  is certainly  not an affiliated ins titution under any definition. 
Your report shows a list of thei r stockholders, directors, and officers and indicates which of them are employees, directors, officers or attorney of this asso
ciation. The directors of this association, directly or indirectly, own or control 26.5 percent of the stock of the Home Owners Company.

Paragraph No. 4. “Construction Loan Prac tices and Procedures.” We believe 
tha t the examiner is not well acquainted with the Georgia law on this question. 
It is our custom to take a War ranty Deed to Secure Debt before improvements 
are initiated. Such a deed under Georgia law is prior to any kind of liens or 
claims. You discuss the question of the borrower depositing money with us. 
We prefer not to assume responsibility for the borrower’s money. You com-
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ment on our practice of making our checks payable to our borrowers and not 
requiring releases. We believe our practice to be be tter under Georgia law than 
the one suggested. You comment on our inspections and disbursements and the 
fact tha t in some cases no cash is required of the  borrower. In this connection, 
our inspections are  made by Messrs. J. S. Shaw, George W. West, and George 
W. West, Jr., and our Chief Appraiser, Mr. Joseph S. Shaw, maintains records 
of such inspections. This system has been satisfactory to us and, to date, has 
prevented any losses. Our loans are made with regard to the value of existing 
property and the estimated value of property to be improved and in no case have 
our loans exceeded the  authorized loans of such values.

We made loans to Roy Carlton, whose name the examiner picked up as “Ray 
Carlton,” which were entirely satisfactory to us. He undertook one project  
which was too big for him and we found it necessary to discontinue advances 
and exercise our righ t to credit undisbursed funds and stop the job and we did 
so in time and at the proper time. He conveyed the property to us without 
expense; paid $2,000.00 in cash to protect us against loss, and we took no loss. 
Such situations are inevitable in construction lending, and this represents a 
very small portion of ours.

You recommend tha t we require cash deposits but we object to this system. 
You recommend t ha t we take  receipted bills or releases. We prefer to rely upon 
our recorded War ranty  Deed to Secure Debt but we do take evidence of pay
ment of bills and releases in all cases which appear to be proper. We have 
never suffered any loss in this connection. You recommend tha t inspection re
ports be in our records. Inspections are made before disbursements are made 
and such inspection reports are in our loan files when the disbursements are 
made.

Paragraph No. 5. “Appraisal and Lending Policy.” You question our ap
praisa l and loan policy and point out a few loans where the loan exceeded eith er 
cost or sale price. We reply tha t our appraisals are made at the initia tion of 
the loan. It  is normal to expect tha t a small percentage of appraisals would 
slightly exceed the lower of cost or sale price. Our appraisal and loan policy 
is of long s tanding and, in our  opinion, is proper. The percentage of appraisals 
which exceed the lower of cost or sale price is normal and is no more than  is 
to be expected in any honest appraisal system.

Parag raph No. 6. “Hazard Insurance Practices .” The law and regulation 
requires us to have hazard insurance for the full protection of the association. 
Long experience has satisfied us tha t there is a substantial saving in operating  
expense to have substantially  all hazard  insurance with one reliable agency 
which has a record of satisfactory service and settlement. Also, we prefer to 
deal through such agency with a limited number of responsible and satisfactory  
companies. In the past  where in our opinion there was a legitimate reason for 
the borrower carry ing insurance elsewhere, we have accepted such insurance if 
written by a satis factory company through a satisfactory agent. However, in 
view of the agitat ion of this question, we are making a very careful restudy  of 
this question. We call attention to the fact tha t our practice, however, is not 
in violation of any law or any regulat ion. We are not aware of any Board policy 
being binding upon us which is beyond the law and the regulation. We know 
that our past  practice is consistent with the practice of lenders generally 
throughout the United States including the savings and loan business.

Paragraph  No. 7. “Requirement as to Purchase  of Building Materials.” No 
person is authorized to require any borrower from this association to buy any 
building materials from any par ticu lar source.

Yours very truly,
Fir st Federa l Savings and Loan Association of Atlanta, by George 

W. West, Sr., Chairman of the Board; George W. West, Jr.,  
Pres iden t; Joseph S. Shaw, Vice Pres ident; Marilu Mobley, 
Vice President ; E. W. Gottenstrater,  Director; Hal C. Miller, 
Dir ect or; T. O. Hathcock, Director; E. Ralph Paris, Director; 
Thomas J. Hicks, Jr ., Director.
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Septem ber 29,  195^

Mr. J . M. Sin k, J r .
Su pe rv iso ry  Agent 
Home Loan Bank Board 
Fe de ra l Home Loan Bank Bu ild ing 
Gre ens bor o, North  Ca ro lin a

Dear Mr. Sink:

This con firm s th e app earan ce of you , Mr. Wyman, and Mr. Fogarty  
ye st er da y in  our  o ff ic e  fo r th e  purpose of  di sc us si ng  fu rt h er th e re port  
of  exam ina tion and au dit  of th i s  ass ocia ti on  made as of  March 19, 195L and 
ou r Boa rd 's re ply  th ere to  da te d September 10, I95U and th e un de rs tan ding s I 
have  reached wi th th e th re e  of you about ou r op er at io n.

(1)  V io la tion  of  Se ct io n 1U5-6-7. H er ea fter  in  co ns tr uct io n 
len ding  we w il l make a th re e ye ar  loan  wi th no payment re quir ed  on th e p ri n 
c ip a l fo r th e f i r s t  ye ar  and eq ua l in st a ll m ents  pay able fo r th e fo llo wing two 
yea rs , which loan  you ag ree w il l be a perm anen t loan  and no t ca rr ie d  as "lo an s 
in  pr oc es s"  th us  removing them from th e 15$ li m it a ti o n .

(2)  V io la tion  of Se ct io n 163 .27  "I ns ur an ce ."  We w il l have p ri n te d  
on th e doo r of  our  Ea st Poin t Branch or  fr o n t window "Main O ff ic e,  F ir s t 
Fe de ra l Bui ld in g,  A tla nt a"  or  "Home O ff ic e,  F ir s t Fe de ra l Bui ld in g,  Atla nt a"  
as  you have d ir ec te d .

(3 ) Pu rch ase s of  lo an s from Home Owners Company. You have agree d 
th a t a sta tem en t from me to  th e e ff e c t th a t no o ff ic e r or  employee of th is  
ass ocia ti on  contr o ls  th e  management of  th e  Home Owners Company is  su ffi c ie n t 
to  con vince you th a t th ey  ar e no t an a f f i l i a t e .  I  make th a t sta tem en t and i t  
incl ud es  my se lf.  I  could  have  ex pl ai ne d,  to o , a ra th e r posi ti ve  pr oo f th a t the 
p re si den t of  Home Owners Company no t to o many months ago di sc ha rged  a vi ce - 
p re si den t whom, as  a m at te r of fa c t , I  di d no t employ se ver al  ye ar s ago nor  
was I co ns ul ted in  th e m at te r of h is  employment, and by th e same sign  he was 
di sc ha rg ed  wi tho ut any conferen ce  wi th me of  any kind  or  ch ara cte r and i t  was 
se vera l days a f te r  he l e f t  th e  employ of  th e Home Owners Company be fo re  I found 
ou t th a t he \ra.s no long er  a v ic e-p re si den t or an employee. As a m at te r of  fa c t 
I thou gh t he was a p re tt y  good man. Th is state men t which I  make he re  was re 
qu es ted by Mr. Wyman and per m its a co nt in ua tion  of  pur chase  of  loan s from the 
Home Owners Company.

(5 ) App ra isal  and lend in g po li cy . I  prom ised  a d e ta il ed  re port  on 
loan s F-9215 , F-9^26 , F-85UO, and F-69WL
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Loan F-9 21 5, J .  M. B uic e,  more  co m ple te ly  en um er at ed  on  yo ur r e p o r t  
pa ge  l6  F . I  ha ve  known Mr. Bu ice fo r  some te n  y ea rs  an d ha ve  don e b u s in e ss  
w it h  him. He has  bee n a ver y  s u c c e s s fu l,  h a rd  wor king  in d iv id u a l o p e ra ti n g  in  
th e  $7 ,0 00.0 0 to  $10,0 00. 00 ho us e c l a s s .  Ev ery t r a n s a c t io n  we ha ve  had  w it h  
him ha s be en  w it hou t a m is unders ta nd in g . He was d is c o u n ti n g  GI lo an s  b e fo re  
we would  co nse n t t o  su ch  pro ce dure  an d re q u e s te d  us  to  buy some a lt hough  we 
re fu s e d . L a te r we fo un d th a t  t h i s  pro ce dure  seemed to  be  common an d we d ec id ed  
we might  as w e ll  make some money th ro ugh  th e  same p ro c e ss , a lt hough  h i s  f i n a l  
lo ans and sa lp s  a re  made by  a r e a l  e s ta te  d e a le r  connecti on  he  has  wh ich  i s  
o p era te d  by  a Mr. Cox .

T his  p ro p e rt y  i s  in  th e  C it y  o f  F o re s t P ark , a r e s id e n t i a l  su bu rb  o f  
h ig h  c l a s s ,  medium p r ic e d  home s. I t  i s  an  in c o rp o ra te d  town,  hav in g w a te r , g a s , 
an d e l e c t r i c i t y  an d g e n e ra ll y  a le v e l  t e r r a i n .  I t  i s  lo c a te d  al ong  th e  C e n tr a l 
o f  G eo rg ia  R a il ro a d  an d beyo nd  th e  q u e s ti o n  o f  o b je c ti o n s !  d is ta n c e  fro m th e  
a i r p o r t  an d r i g h t  a t  th e  Army G en er al  Depo t an d R epair  U nit  em ploy ing many p e o p le . 
I t  i s  a d e s i ra b le  lo c a t io n  fo r  home ow ne rs . Th ese  ho us es  a re  on ly  a  few  b lo ck s  
fro m th e  c e n te r  o f  t h i s  com mun ity an d th e  l o t s  a re  l e v e l .  Vie ha ve  f in an ced  
ho us es  fo r  him  a d ja c e n t to  them  as  w e ll  as in  o th e r  p a r t s  o f  F o re s t P a rk . He 
adv is ed  him  as to  th e  k in d  o f  ho us e we th ough t he  sh ou ld  b u i ld  an d l a t e r  ad v is ed  
him  ag a in  t h a t  he  sh ou ld  b u i ld  a lo w er  c o s t ho us e wh ich  he  d id . Mr. Buice  f i l e d  
w it h  us p la n s  an d s p e c i f ic a t io n s , an d fo r  th e  st a te m en t to  be  made t h a t  c o s t o f  
c o n s tr u c ti o n  was ap p a re n tl y  no t so ug ht by  th e  a s s o c ia t io n  i s  r id ic u lo u s . We 
th in k  we know wh at c o s t i s  and we a p p li e d  our own y a rd s t ic k  and th en  co nfi rm ed  
what we th ough t w it h  what th e  b u i ld e r  th ough t f o r  v e r i f i c a t i o n  p u rp o ses . The 
purc has e o f  th e  la n d  in  wh ich  we p a r t i c ip a te d  was $32,0 00.0 0 as an  ad va nc e to  
him . He ha d su b d iv id ed  t h i s  p ro p e rt y  to  show a  t o t a l  o f  s ix ty - f iv e  l o t s  p lu s  a 
co n s id e ra b le  t r a c t  o f  la n d  wh ich  was no t su b d iv id ed . He op ened  h is  f i r s t  s t r e e t  
an d c o n s tr u c te d  b r ic k  dw ell in gs th e  same as  he  ha d p re v io u s ly  b u i l t  n o r th  o f  t h i s  
p ro p e rt y  an d t r a v e le d  c a u ti o u s ly  an d c a r e f u l ly  u n t i l  th e y  were so ld  an d f in a n c e d .
He co u ld  ha ve  so ld  a l l  th e s e  ho us es  an d p a id  us o f f  an d th e  on ly  re aso n  he  d id  no t 
b u i ld  more a t  th e  tim e was bec au se  he  was no t s a t i s f i e d  t h a t  he  co u ld  a c q u ir e  GI 
f in a n c in g , wh ich  f in a n c in g  ha d bee n with dr aw n in  th e  ma in th ro ughou t th e  co u n tr y  
a t  th e  ti m e . In  th e  c lo s in g  c o s t it em  o f  $l h,75 5.OO in  th e  ex am in er ’s  r e p o r t  i s  
a 2^$  commiss ion ch ar ge p e rm it te d  under  go ve rnmen t law in  co n ju n c ti o n  w it h  wh at 
w i l l  l a t e r  be  a  %  i n t e r e s t  ch ar ge  wh ich  to  us i s  a l l  an  i n t e r e s t  ch ar ge an d 
ded uct ed  as a co mmiss ion on ac co unt o f  th e  law e x is ti n g  a t  t h a t  t im e . The bo rr ow er  
im m ed ia te ly  s t a r t e d  to  pa y i n t e r e s t  on  t h i s  sum.

In  p ara g ra ph  2 on page  16 G, l a s t  se n te n ce , th e  s ta te m en t in d ic a te s  t h a t  
we have  lo an s o u ts ta n d in g  re p re se n ti n g  89 .6 $ wh ich  may be  t r u e  w it h  re fe re n c e  to  
th e  e x ac t co m pl et ed  dw ell in gs as in d ic a te d  b u t i t  mu st be  no te d  t h a t  in  a d d i t io n  
to  th e  co m pl et ed  d w e ll in g s , we ha d a s  c o l l a t e r a l  f o r ty - fo u r  l o t s  p lu s  th e  u n d iv id ed  
t r a c t . In  t h i s  same par ag ra ph  a n o ta ti o n  i s  made t h a t  one  l o t  was no t t o  be  im
pr ove d an d t h a t  Loans  in  P ro cess  was n o t c r e d i te d  w it h  th e s e  und is b u rs ed  fu n d s .
A n o ta ti o n  i s  in  our f i l e ,  non e th e  l e s s ,  an d was in  our f i l e  when th e  ex am in er s 
were h e re , g iv in g  t h i s  in fo rm ati o n  an d ina sm uch as l o t s  a re  more th a n  p l e n t i f u l ,  
one  vacan t l o t  one way or th e  o th e r  o r  an  ar ra ng em en t f o r  c r e d i t  p ro v id in g  he  would  
b u i ld , seem s im m ate ri a l to  u s . We d id  ha ve  a  mor tgag e on  i t  an d i t  ha d n o t be en  
q u it -c la im e d .
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In paragraph three, page l6  G, a notation is  made that  Buice sold  
to  Snider one of the se houses fo r $10,150.00 appraised by us at  $10,250.00 
which in  the con stru ctio n loan  ap pr aisa l was appraised  fo r $10,700.00. The 
constru ction  loan fig ur e is  an average figu re , whereas th is  pa rt i cu l house 
could  have been sli g h tl y  below, which i t  was, or above depending upon the 
fi n a l individ ua l ap prais al.  In the  matter of GI loans we are w il li n g  and with 
au thor ity  of the Home Loan Bank Board, to  accept  apprais als  which are C ert if ic at es  
of  Reasonable Value of  the Veterans Adm inistrat ion.  They var y at  times con
sid er ab ly  from our own both high and low. They are not the government's fee  
app raiser  value fo r the ult imate  value  is  arriv ed  at  by a crmnH t.t.PP which is  
th ei r presen t system. Even so, I be lie ve  a] 1 the se figu re s are reasonably clo se 
and one or two simple thi ngs li k e  kit chen  cab ine ts or ce rtain fi xt ure s could 
have been l e f t  out of  the Snider house and the figu re s arriv ed  a t.  These 
ap prais als  are in  our f i le s  and they  speak fo r them selves. The fi n a l Snider 
apprais al d if fe rs  from the ori gin al estimates on a l l  the houses, as could have 
been seen, with  a lo t 65 fe et wide ins tea d of 70 fe et and with open stoops inst ead 
of a covered porch making the di ffer en ce  between an individ ua l apprais al and an 
average ap pr aisa l. The contracto r could have been w il ling to s e ll  fo r le ss  on a 
conv entional loan which we made on th is  house to  Snider because we could clo se  
the loan  within  an hour and he would not su ffer  a discou nt.  This is  a 5̂ # 
fi ft e en  yea r, $7,000.00 loan on a $10,250.00 valua tio n which is  a 70# loan and is  our loan No. F-9651.

I t  has been our p olicy  and at  one time the policy  of the Home Loan Rank 
Board in Washington or Commissioner th at  our appraisers  should have nothing to  do 
with  se ll in g  pr ices  and th at  i f  management knew sell in g  price s,  the y should not 
giv e the  inform ation to  the ap pr aiser. Through th is  en tir e comment and cr it ic is m , 
we seem to be charged with  the re sp onsi bil ity of usin g the se ll in g  pr ice as value 
and i t  is  sta ted  by the supervi sor that  se ll in g  pr ice or co st , whichever is  le ss , 
rep resents value con trary to a l l  apprais al ru les to my knowledge. I t  is  noted 
here that  in  the an alysis the examiners say was supplied by the bu ild er  tha t the 
bu ild er  fig ur es  his house co st  at $8300.00 le ss  $700.00 disc oun t that  he w il l pay 
someone fo r making the GI loa n.  He might as wel l deduct in te re st , taxe s, and re al  
es ta te  coznnission fo r i f  hi s co st  is  $8300.00 per house and he has to pay $700.00 
to  s e l l  a GI loan , then the house has cost him $9,000.00 and the lo t , according  to  
his figu re s,  has co st him $1,000.00. Then instea d of  the house costi ng him $8600.00 
as the  examiners have attempted to  show, the house has cost Mr. Buice $10,000.00.
So Instead of the fig ur e and the extension at  the  righ t bein g $180,600.00, the figu re  w il l be $210,000.00.

The examiner then repo rts  as (b .)  the estim ated cost on tr act  of 44 
dw ell ings, and the re again  he tak es the pr ice of each house at  $6500.00 plu s lo t 
co st  of $875-00, whereas the lo ts  are id en tica l with  the other lo ts  and with in 
a  few fe et of them almost, and deducted $525-00 as GI discount on mortgage and 
mu ltipl ied  by 44 dw elli ngs. The figu re  should read $6500.00 plu s $1,000 fo r 
the lo t , plu s $525.00 added co st  fo r discountin g GI loan and, therefo re , would read 
$8,025.00 per house time 44 which, ins tea d of  being $301,400.00 as repo rted, would 
*>e $353,180.00. When added toge ther the to ta l co st w il l be $563,180.00 again st our
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repo rted  loan of $454,000.00 which in di ca tes th at  our loan  percentage to
con stru ctio n cost as reported by the bu ild er , ins tea d of bein g 94.2$, w il l 
be 80.51$.  A 70 fo ot  to ta ll y  improved c it y  lo t , inc lud ing  natural gas , is  
value d very low at  $1,000.00. Some of the se lo ts  are as wide as 102 fe et — 
some 9U fe et,  some 75 fe e t,  and three of them only 65 fe e t.  They could ju st  
as wel l have been valued at  $1500.00 and s t i l l  been cheap, again  prov ing th at  
our e ff o rt  to  aid  the bu ild er  in  his in i t ia l  ac qu isiti on  of  land give s him 
lo ts  at  le ss  than h alf  p ri ce . The perc entage fig ur e by the  examiners of loan s 
to  se ll in g pr ic e is  ina ccu rat e because the y have not taken into  con sidera tion 
laa d remainders. At th is  minute the status  o f th is  loan  is  as follo ws:  paid 
in -Pun  September 22, 195U with  balance due at  that  time of $35,335*00* Our 
record shows he had 12 houses and lo ts  with CRVs at  $7700.00 each (frame) or 
$92,400.00 plu s a vacant le v el lo t  285-5 x 425 x 221 x 505 fe et which could 
easi ly  be valued at  $5,000 or to ta l value of $97,*4-00.00. The maximum amount 
advanced on th is  to ta l loan, or as we choose to c a ll  i t ,  arrangement fo r cr ed it , 
was le ss  than h alf  of the  quoted as so ci at io n 's  loan  of $454,000.00.

Ce rtainl y we had no reason to  worry about Mr. Buice during the en tire  
course of  th is  constru cti on  which had our ca re fu l at tent ion as have a l l  ot he rs . 
Obviously, we are not making loan s on co ntra ctor s' co st s.  We are making loan s 
on appra ised value  which would be some competent apprais er)s opinion of the 
future  use ful ness o f the pro per ty.

Loan F-9428, E. A. Bay lis , more completely enumerated on pag 16 N.
The loan  clos in g co st s include  a 2 $̂ Commission to us in cide nt al  to  the law 
which lim ite d const ruc tion loan s to 5-2 $̂ which to  us is  in te re st  ra te  and 
so he st ar ts  out paying in te re st  on in te re st . We pa rt ic ip at ed  in  the co st of 
land to the ext ent of $16,800.00 which could have been hi s exa ct co st , which 
advance perm itted  him to  purchase the se 42 lo ts , i f  at  th is  pri ce , fo r $400.00 
each.  They are  50 x 134 fe e t.  I tak e iss ue  with  the examiner?s statement in  
next to  the  la st  paragraph "the pr op ertie s are of extre mely  cheap co ns truc tio n. " 
The pr op ertie s speak fo r themselves and are constru cted  li k e  any oth er house and 
according to the C it y  Bui ldin g Code of At lan ta.  The examiner could have added 
th at  the li b e ra l use  o f wood panel on the in te ri or makes them ve ry  a tt ra ct iv e  
and that  the y have two cl os et s and ca bine ts.

In the la s t  paragraph you in dica te  th at  because the y are  in  the v ic in it y  
of  the ai rp or t,  they  are un desir able.  They are not Jus t o ff  the runways or  in  
the dir ec t gl id e path  of any runway or  t r a f f ic  pa tte rn  at  the ai rp or t and, as a 
matter of  fa ct,  we have had con siderable  discussio ns  in  ap prais al c ir c le s  and 
notw ithsta nding  the  Veterans Ad minis tra tion's  orde rs once concerning ai rp or t 
pe nal ties , we understand they have been removed. My own obs ervatio n is  th at  th is  
ai rp or t are a, loca te d between the three suburban inco rporated  areas of Co lle ge  
Park, East Point, and Hapev ille , has a ver y high ra ting  as fa r as pe op le 's choice 
is  concerned and, as the examiner has said, "the  se ll e r  appears to  s e l l ."
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Continuation of this loan on page l6 I. Of course I do not know 
what construction cost the builder-owner supplied the examiner, but the 
report reads "avarage cost of construction as supplied by borrower, $4200.00 
each time 42 dwellings equals $186,400.00" If this is as stated, the examiner 
has failed to add the cost of the lot plus the cost of selling and, therefore,
I would disregard the percentage figures except for our appraised value. If 
Mr. Baylis' costs could have been as low as indicated, I am confident that no 
single builder or one building two or three houses and acquiring lots inside 
a municipality, could possibly have constructed as cheaply and remembering, too, 
that Mr. Baylis has sufficient finance to pay cash and discount his bills which, 
if he as a contractor would owe an average of $10,000 per month and pay on 
the usual Atlanta terms with a discount of 2% proxime, sometimes more, would 
equal 2% on $10,000.00 per month for twelve months in the year or 24% discount.

In conclusion, the loan has been paid off, and the houses have been 
financed as indicated, and out of some two or three hundred such houses as I 
have been reporting oh, our foreclosures have been surprisingly low. We consider 
a delinquent loan a loan that is unpaid for over thirty days, whereas if I under
stand your rule and it has not been changed, the same is over ninety days. As a 
proof that we are good collectors, out of millions of dollars worth of loans and 
thousands of loans that we possess, I submit here to you the report which is made 
to our Board each month on loans that in our entire portpolio are delinquent more 
than thirty days.

Loan F-8540, 0. E. Booth, Sr., more completely enumerated on page 16 I. 
Mr. 0. E. Booth has been known to me for probably twenty years. He is a hard 
working, honest, not too well educated man, and at one time twenty years ago, a 
carpenter who has been building houses for ten or fifteen years. He builds a 
good house and in this case, he was talked into building too expensive a house 
by someone other than ourselves, traveling on the belief that he could get a 
greater appraised value if they were brick veneer, etc. He had previously 
constructed a number of houses on Horace Street about two blocks from this loan 
which I believe we happened to finance and he traded with some real estate dealer 
for selling and obtaining GI loans at a discount, which GI loans were from six 
months to a year forthcoming. We were paid in full without anything unusual 
happening and he did maintain our interest charges promptly.

A man named Hogg, since deceased, a Civil Engineer, came to me with 
these so-called thirty-two lots which had been subdivided and, largely from 
memory, I believe Hogg offered them at $600.00 each agreeing to p ay and deposit 
with DeKalb County $300.00 each of this money for the installation of curb and 
paving, the water, electricity and gas being ultimately free to the developer.
I referred to Mr. Hogg to Mr. Booth. They made a trade with themselves which was 
not through a real estate dealer. I certainly received no commission nor did 
anyone else receive any funds that I know of between the two of them for this 
trade. As the streets were improved and the job progressed, someone told me of 
a very deep lot facing another street that paralleled this property where the

9
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man who owned the lo t  was w il li n g  to  s e l l  fo r , and from memory, $1800.00 o f f  
the back o f h is  lo t  which would g iv e  Mr. Booth nine  or  more addit io n al ve ry  
good lo ts .  I ad vis ed  Mr. Booth  to buy  them and he di d, ag ain  pa ying  no com
mi ssion to  anyone and thus acq uir in g lo ts  th at  can and have been va lued  in  

f in a l form by  the Ve ter an s Ad m in istrat io n a t $1575*00 eac h. I can not  see  how 
th ey  would have co st  Mr. Booth more than $750.00 and i f  Mr. Booth had pursued 

the Ve ter an s Ad minist ratio n as  ot he rs  do, he could  have do ub tle ss  had th e ir  
va lu at io n  ra is ed to  $1800 .00. These hous es were  ap prais ed  low  by  th e Ve ter an s 

Ad m inistrat ion.  Mr. Booth han dled h is  own a f f a ir s  as fa r  as  we were  con cerned .
Due to  wh atever  de la ys  or  in e f f ic ie n t  op er at io n or misce lla ne ou s ca us es  you 
might asc ri be, a l l  o f th e house s have been so ld . They  were fin an ce d elsewh ere, 
he und oub tedly pa yin g the p re v a il in g  disc ou nt s on th e re a l e sta te  commissions 

• and a t the moment he i s  in  vol unta ry  bankrup tcy  owing us  no th in g.  I b eli eve
he i s  not capa ble  o f ca rr yin g on more than two or th re e hou ses a t a time 
alt ho ug h I b eli eve  s t i l l  th at he i s  a hard workin g fe ll o w  bu t knows ve ry  l i t t l e  

abou t ha nd lin g fi nan ce s.

» Loan F-69I+8, W. H. Smith,  more co mpl et ely enumerated on page 16  I .
I  have known W. H. Smith fo r  tw en ty  or  tw en ty -f iv e ye ar s.  He has b u ilt  hundreds 
o f  houses her e and else whe re . He i s  a competent man, meets h is  ob li gati o n s on 

tim e and withi n the la s t  te n years , has pr ob ab ly  b u ilt  a thou sand  hou ses or  

$10,000,000.00 worth.

Th-j s comment co nt in ue s on th e top  o f  page  16 J and in d ic ate s th at lo an s 

were approved to  85.5$ o f  ap pr aise d val ue.  I have  in vest ig ate d  th e f i l e  and in  

th e approv al o f March 5, 1951  fo r  an addit io n al  advance o f $150,0 00.00 i t  i s  ve ry  

c le a r  th at  Mr. Shaw int ende d and di d approve an ad di tion  o f  $**50,000.00 in  
ap prais ed  va lue as ev er y oth er  addit io n al  advance on th e same forms in d ic ate s.

Mr. Shaw has no re c o ll e c ti o n  o f  t e l l in g  th e exam iners othe rw ise  as in dic at ed .
The loan  was made fo r  te n da ys sim ply  to  have i t  ex pir e a t e xa ctl y  the same time 

as th e f i r s t  lo an , i . e . ,  March 15 , 19 51 . Between th es e two date s,  a l l  the s tr e e ts  

in  th e su bd iv is io n had been  pa ved , curb  and sewers la id , gas mains, wa te r, and 
e le c t r ic i t y  and a l l  se rv ic es  stub bed  in to  th e pr op er ty  li n e , and le s s  than a ye ar  
la te r  when the th ir d  lo an  was approve d, namely A p ri l 1 ,  195 2, th e re co rd s w i l l  
show th at Mr. Smith on ly  owed a ba lanc e o f  $64,000 on th e f i r s t  lo an  which was 
arr anged  fo r $250,000.00. So th e to ta l ap prais ed  va lu e should be ra is ed  from th e 
re co rd s to  $1,6 25,000.0 0 and i f  i t  i s  comparable to  th e o r ig in a l lo an s arrang ed , 
Which due to  re du ct ion from hou ses  be ing so ld  and pa id  ou t,  I  do ubt. Nev er th el es s,  

th e lo an s to  ap prais ed  va lu e w i l l  show 73$ in st ea d o f  85 .5$.  The re co rd s w i l l  
show th at the Ve ter an s Ad m inistrat ion withdrew th e ir  ap p ra is als  and re in st ate d  
them and changed them up and down from tim e to  time and th e ir  en ti re  op er at io n 
was based on th e ir  comp lai nts re ce iv ed  in  H ap ev il le  and th ey  were dea ling wi th  

p en a lt ie s ag ai nst  Mr. Smith on H il lt op .

Mr. Smith b u ilt  and we fin an ced in  th e C it y  o f H ap ev ill e abou t f iv e  

ye ar s ago 109 house s, the n in  th e $7,000.00 c la s s , in  109 da ys . Through no 
fa u lt  o f h is  own, he had se ve re  cr it ic is m  from, so fa r  as we know, no t more than
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10$ of these purchasers. These houses were sold in the early stages 
of the GI loan program and we made the loans on all of them. There was 
never a complaint, written or verbal, on this Hapeville project that came 
to this office that I did not personally inspect the premises within two 
days and check the list of complaints. Some one borrower had apparently 
listed twelve or fourteen complaints and ninety per cent of the other com- 
plainers had simply copied his list. None was justified except a complaint 
about septic tanks. When Mr. Smith started this work in Hapeville, he 
endeavored to have the City of Hapeville supply him with sewerage which they 
claimed at the time could not be done and was only to be obtained in the most 
remote future. Mr. Smith then inquired of the City building authorities who 
the most competent and approved septic tank builder could be and they named a 
man by the name of Cox. Mr. Smith accepted his price and the septic tanks 
were installed. All of us in the construction business are well aware that 
there is quite a revision throughout this country to be made in the septic 
tank capacity and performance question as washing machines and detergents have 
been added to the family operation. I observed less than a dozen septic tanks 
out of the 109 houses that were on property from people complaining. They had 
been running over. These people, without exception, had washing machines on 
the back porch and one or more children and were washing clothes daily including 
didies. The capacity of the tanks were taxed beyond capacity. Most of these 
complaints were made about a year after these properties had been constructed 
and some of these people complained that they could not find Mr. Smith though 
he was living on the same street with them and his name in the telephone book.
He had a crew of workmen many times go over these properties and adjust windows, 
doors, and the like. At that time the Veterans fldmin-i atration in this Atlanta 
office was adopting the principle and practice of coddling every veteran who 
complained and writing all persons involved in any way in the transaction, taking 
for granted everything the veteran compalined about as being true which aided and 
abetted the general complainers.

In the midst of all this, the City of Hapeville gave these 109 owners 
notice that they were digging up the asphalt paved streets which Mr. Smith had 
paid for and going to install sewer and each one of them would of necessity bear 
the expense of re-connecting their houses for disposal purposes. This of course 
aggravated the owners and certainly Mr. Smith had no obligation.

The Veterans Administration pressured him from every direction. In the 
meanwhile, he was building other houses. This Hilltop subdivision had been started. 
They then exercised a right which Congress gave them to blacklist a builder. They 
first tried all sorts of pressure schemes, one of which that this Hilltop sub
division was within the glide path of the Atlanta Naval Air station. These houses 
had been constructed and half of these houses sold and financed before they raised 
this question. The Atlanta office contended that this entire matter was in Wash
ington together with his files and that Hilltop could not proceed until this ques
tion was satisfied. I was in Wa shington at the time and appeared in Mr. Smith's 
behalf before the Assistant to the Chief Appraiser, Mr. Jack Webber, in Mr. Hopkins' 
absence. He telephoned the Atlanta office in my  presence only to find that this was
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a phony, h is  f i l e  was not in  Washington, and. th at  th e ir  com pla int  seemed the n 
to  be dr aina ge . The Ve terans  Ad m in istrat io n had no mile s or  re gu la ti on s when 
H il lt op  was approved by  both them and th e County  o f DeKalb Bui ld in g Department 
and Commissioner, which drain age was approve d by DeKalb County and in sta ll e d  
p a rtl y  by DeKalb County a t Mr. Sm ith’ s expe nse  as  w ell  as curb  and pa vin g and 
sewe rs. Th is was be fo re  the day o f di sc ou nt in g GI lo an s.  The A tlanta  o f f ic e ,  
ap pa re nt ly  op er at in g under th e ir  au th orit y , decid ed th ey  would no lo ng er  tr ad e 
wi th  Mr. Smith unde r any co nsi der at io n anyw here, and re ga rd le ss  o f th e re as on ,
I su gg ested th at i f  Mr. Smith deeded th e remaind er o f  th es e houses to  th e Home 
Owners Company and th e Home Owners Company gu ara nteed to  th e Ve ter an s Adminis
tr a ti o n  th at the drain ag e would be in s ta ll e d  as approved by  them and the hou ses 
would be re co ndi tion ed , which at th at  tim e had bee n stan ding  fo r  many months, 
the Veter ans Admin- i n t . r a U nn would be dea ling wi th  a new owner wi th  th is  d e fi n it e  
pr op os al  and th at th e Home Owners Company would "n ic k e l p la te  them, i f  need be" 
to  which th e Ve ter an s Ad m inistrat ion ag re ed , the agreem ent be ing a ver bal one 
p rin c ip a ll y  and wi th th e ir  Mr. Ta yl or  who is  no lo ng er  wi th  them to  my kno wledge. 
Mr. Smith has nev er bee n de lin qu en t wi th  in te re st but we di d propose in  co nsider 
ati on  o f our  ta ki ng th es e GI loan s to  on ly  pur cha se them a t a disc ou nt  b asi s o f 
9850, to  which Mr. Smith a ls o  ag re ed . Mr. Smith did ag ree and did  reim bur se th e 
Home Owners Conpany mon thly  fo r  ev er y re p a ir . He has  never fa il e d  to  pay in te re st 
on due date on any lo an  I  have ev er  known o f througho ut th e ye ar s in clud in g th is  
one .

These hou ses  were v is it e d  more than  one time from house to  house by 
Ve ter an s Ad m in istrat io n re p re sen ta ti ves, Home Owners Conpany re p re se n ta ti ves,  
and ou rs elv es.  They were bro ugh t up to  such st a te  o f p erf ecti o n  as to  re ce iv e 
f in a l in sp ec tion  on eac h and ev er y one. The cou nty  and the Ve ter an s Ad mi nis tra 
ti o n  ag reed  upon a change in  th e drain age o f the su bdiv is io n. The cou nty  es tim at e 
fo r  making th e change was someth ing ov er  $10,000.00 which Mr. Smith gave  h is  
pe rs on al  che ck fo r , and a l l  o f th is  happ ening some th re e ye ar s a ft e r  the su bdiv is io n  
st arte d , and be fo re  th e VA had a ru le  or  re gu la ti on  con cer nin g drain age on such 
tr e  VZe have neve r wo rri ed  fo r one minute bu t what th is  loan  would be paid .
At certa in  st ag es  i t  co ul d have been  c a ll e d  ex ce ss iv e or  n ot.  I t  is  one o f th os e 
th in gs  th at happens in  th e normal conduct o f co nst ru ct io n lend in g and cannot be 
av oide d.  Mr. Smith i s  s t i l l  in  high  re ga rd  as  fa r  as  I am concern ed and I  see  no 
rea son to  go in to  d e ta il  ex ce pt  to  sa y th at a l l  th e houses have been so ld  as  fa r  
as  we are  concern ed and we have been pa id  in  f u l l ,  p ri n c ip a l and in te re s t , and Mr. 
Smith has long  sinc e pai d a l l  co nst ru ct io n loan s of ev er y kind  we have  had wi th 
him and promptly as fa r  as  our demands were con cerned. I  th in k he was th or ou gh ly  
m is tr ea te d by the Ve terans  Ad m inistrat ion and so ex pr es se d m ys el f to  Mr. Burt King 
in  Washington and oth ers . I t  would be in te re sti n g  to  submit  one o f th es e hou ses 
fo r ap pra is al  with th re e bed rooms, t i l e  ba th , hardwood fl o o r s , a l l  c i t y  improve
ments in clud in g c i t y  w at er , two gas f lo o r  fu rn ac es , one wi th  th er m os ta t, tw en ty- 
ye ar  com posit ion  sh in gl e ro of,  lo ts  pr ob ab ly 65 or  70 x 150 fe e t or  more lo ca te d  
h a lf  a mi le th is  si de  o f houses s e ll in g , and wi th VA appra is al s no la rg e r  or  b e tte r , 
fo r  from $11 ,000.00 to  $15,000.0 0 and the exam iner 's re por t shows th at th es e CRVs 
were fo r $3500.00.
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(6 ) Ha za rd in su ra nce  p r a c t i c e s .  As ex p la in ed  y es te rd a y  a p p a re n tl y  
to  your s a t i s f a c t i o n ,  a f t e r  much st u d y  o f  t h i s  h azard  in su ra nce  p r a c t ic e  
q u e s ti o n , we ha ve  come up  w it h  wh at we b e li e v e  i s  a  s a t is f a c to r y  s o lu t io n .
We do n o t in te n d  a t  t h i s  tim e to  ch an ge  ou r c o n tr a c t a s  I  ex p la in ed  y es te rd ay  
w he re in  we re se rv e  th e  r ig h t  to  d e s ig n a te  ag en cy  an d company in  th e  m a tt e r o f 
a l l  in su ra n c e , an d th en  th e  q u e s ti o n  a r i s e s  as to  how w i l l  we g iv e  a p ro sp e c ti v e  
bor ro w er  o r  bo rr ow er  o r h is  a s s ig n s  a  re aso n ab le  ch o ic e in  th e  m a tt e r  o f  ag en cy  
an d com pany. In  a c tu a l  p r a c t i c e , we a re  in s t a l l i n g  f iv e  fo rm s an d u si n g  the m 
wh ich  yo u sa y  you do n o t ca re  to  re v ie w . The f i r s t  one  i s  a  ch ec k sh e e t c o n ta in 
in g  th e  names o f  th i r t e e n  agen ts  a u th o r iz e d  to  do b u sin e ss  in  G eo rg ia , some of 
them  w e ll  known to  us an d some n o t , an d w it hou t t h e i r  kno wledg e o r  c o n se n t.
No. 9 on  th e  l i s t  i s  th e  Home Owners Company. O pp os ite  ea ch  a g e n t 's  name we 
ha ve  l i s t e d  two comp anies  whom we know th e y  r e p re s e n t . T h is  fo rm  i s  use d  in  
co n ju n c ti o n  w it h  th e  fo u r  o th e r  fo rm s when th e  occasi on  a r i s e s . On t h i s  form 
we a re  ask in g  our  p ro sp e c ti v e  cu st om er  o r cu st om er  t o  s e le c t  an  ag en cy  and 
com pany. He th e n  si g n s h is  nam e. Form No. 2 i s  a l e t t e r  to  th e  in su ra nce  
ag en cy  in  wh ich  he  a u th o r iz e s  them  t o  w rit e  a  p o li c y  an d ag re es to  pa y th e  
pre mium, wh ich  fo rm  we se nd  to  th e  ag en cy . Form No. 3 i s  u se d  when a p re sen t 
cu st om er  d e s i re s  to  s e le c t  an o th e r ag en cy  an d com pany . Form No. h i s  fo r  a 
pe rs o n  t o  s ig n  who has purc hase d  p ro p e r ty  e i t h e r  su b je c t to  o r w it h  th e  as su m pt io n 
o f  ou r lo a n . No. 5 i s  a  fo rm  f o r  th e  p u rc h ase r to  g iv e  us  in fo rm a ti o n  on  h im se lf  
an d n o ti c e  t h a t  he  unders ta n d s wh at  he  i s  as su m in g.

(7 ) Req ui remen t as t o  pu rc has e o f  b u il d in g  m a te r ia ls . In  a d d it io n  to  
th e  B o a rd 's  l e t t e r ,  Mr. Wyman wan ted me to  sa y to  yo u,  an d I  w i l l ,  t h a t  no per so n  
working  f o r  u s , in c lu d in g  m y se lf , i s  au th o r iz e d  to  re q u ir e  t h a t  b u il d in g  m a te r ia ls  
be  purc has ed  fro m West  Lumber Company as a  c o n d it io n  f o r  c o n s tr u c ti o n  fi n an c in g  
by  t h i s  a s s o c ia t io n , an d nobod y has done i t  t o  my kn ow ledg e.

I  b e li e v e  th e s e  m a tt e rs  h e re in  en um er at ed  a re  co m plete an d s u f f ic ie n t  
an d c o n s t i tu te  our  unders ta n d in g  an d i f  yo u do no t a g re e , p le a s e  l e t  me know a t  
your e a r l i e s t  co nven ie nc e.

You rs very  t r u ly ,

George W. W es t, S r.  
Chairman o f  th e  Bo ard

GWW:mp
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HOMS LOAN BANK BOARD

Office of

SUPERVISORY AGENT

Federal Home Loan Bank Building

Greensboro, North Carolina 

October 4, 195^

Mr. George W. West, Sr.
Chairman of the Board
First Federal Savings & Loan Association 
46 Pryor Street, N. E.
Atlanta, Georgia

Dear Mr. West:

Thank you very much for your letter of September 29 
■which concerns matters discussed with you in Atlanta 
on September 28 and in our supervisory letter dated 
September 10.

Sincerely yours,

J.M. Sink,Jr. 
Supervisory Agent
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HOME IOAN BANK BOARD

Office of

Supervisory Agent 

Federal Home Loan Bank Building 

Greensboro, North Carolina

November 4, 1954

Mr. George W. Vest, Sr.
Chairman of the Board
First Federal Savings & Loan Association 
46 Pryor Street, N. E.
Atlanta, Georgia

Dear Mr. West:

Re: Our Letter dated August 16, 1954

We are enclosing a letter received from Mr. John 
M. Wyman, Chief Supervisor, concerning the asso
ciation's response to our supervisory letter of 
August l6, 1954.

This letter is self-explanatory and should be 
presented to your directors at their next meeting. 
Their actions in regard to it should be recorded 
in the minutes of the meeting, and two certified 
copies of excerpts from these minutes should be 
sent us.

Sincerely yours,

J. M. Sink, Jr. 
Supervisory Agent

Enclosure
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HOME LOAN BANK BOARD 
WASHINGTON

November 1, 19 5^

J. M. Sink, Jr., Supervisory Agent
Home Loan Bank Board.
Federal Home Loan Bank of Greensboro
Greensboro, North Carolina

First FS&LA of Atlanta 
Atlanta, Georgia

Dear Moyer:

On the basis of the rather extended conference that you,
Mr. Fogarty and I had with Mr. George West, Sr. and the association's 
attorney, Mr. Herbert Johnson, at the association's office on September 
28, 195U, a n t h e  supplemental letter that we have since received from 
Mr. West, it seems to us that, in the numerical sense, most of the 
supervisory criticisms growing out of the last examination have been 
disposed of in a reasonably satisfactory manner.

Confirming my discussion of the matter with you last week over 
the telephone, however, there is one important matter concerning which 
the association's response to your letter of August l6, 195*+ to the 
association’s board of directors is not satisfactory. I refer to apprai
sal and lending practices.

When appraisals are made on the basis of plans and specifica
tions prior to construction, it is of course recognized that they may 
vary from ultimate actual costs and sale prices. However, from the 
examination report and a re-reading of the association's several letters 
one gets the impression that appraisals supporting loans to finance con
struction developments are the association’s estimates of cost on a 
single-house basis (presumably including builder's profit) without regard 
to sales prices. If this is so, it would help to explain the excess of 
appraisal over sales prices, but it would also leave serious question as 
to the prudence of the association's lending policies in 1hat, barring 
distress sales, properties built for the market are worth no more than 
what purchasers pay for them. In order to clarify this matter, we request 
an answer from the association to the following questions as to properties 
built for the market with construction financed by the association:

1. Do the association’s appraisals for construction 
loan purposes also make a determination or esti
mate of, or does the association know at the time 
it makes or completes such appraisals, the prices 
at which the properties are to be sold, or at 
which they should or will sell?
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2. If the prices at which the completed properties 
are to be sold, or the prices at which such 
properties should or will sell, are less than 
the association's appraisals, are those prices 
used as the basis for setting the top limit on 
the association's loan for construction pur
poses? If not, on what basis does the association 
set such top limit?

When the association finances the purchase of a property it is 
of course recognized that the appraisal may vary from the actual purchase 
price, particularly when the appraiser does not know the purchase price. 
However, that does not explain why theassociation, in its underwriting 
operation, disregards the purchase price when it is lower than the ap
praisal. For example, under loan 9428 an appraised value of $5,000 was 
assigned for construction purposes and loans of $4,000, or 80$, were 
ma de . Upon completion of construction, the association made $4,000 loans (supported by appraisals of $5,000 and $5,100) to finance purchases at 
$4,650, which loans were of purchase price.

Since these properties had been sold and their worth 
in a competitive market thereby established at the 
time these permanent loans were made, the association 
should have based those loans to purchasers on the 
prices paid by them for the respective properties, 
by  requiring a sufficient down payment by the pur
chaser to bring the loan into a legitimate relation
ship to the current market value of the property, or 
by  requiring the builder to use a portion of his 
profit in a manner that would have accomplished the 
same result.

Repeating the substance of your reference to this matter in your letter of August 16, 1954 to the association's board of directors, the 
lending activity just described clearly ignores the well-recognized princi
ple that the loan percentage should be based on appraised value or sale 
price, whichever is less. As a practical matter, the regulatory restriction 
on percentage of value that the association may lend on the security of real 
estate is made empty and meaningless by a practice that doe s not give effect 
to this principle. We must insist that the association's lending practice 
be revised accordingly and you should so advise the association's board of 
directors.

Sincerely yours

JMW/lf
John M. Wyman 
Chief Supervisor
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November  12 , 1954

Mr. J .  M. S in k , J r .
S uper v is ory  Ag ent  
Home Loan Bank Bo ard  
F ed era l Home Loan  Bank B u ild in g  
G re en sb or o,  Nor th  C aro li n a

Dear Mr. Sin k:

In  an sw er  to  yo ur  l e t t e r  o f November 4 add re ss ed  to  
Mr. West, S r . ,  Chairma n o f th e  Bo ard  o f  t h i s  A sso c ia ti o n , I  
am en c lo s in g  here w it h  o r ig in a l  and one copy  o f th e  a c ti o n  
ta k en  by  ou r Bo ard o f D ir e c to rs  in  an sw er  to  th e  C hie f Su pe r
v i s o r ’s l e t t e r  to  you  o f November 1 , 19 54 .

You rs very  t r u l y ,

Geo rge W. West, J r .  
P re s id e n t
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The Chairman read to  the  Board Mr. Si nk 's  le t te r  of  November k, 195k and 
in  turn a copy of Ch ief  Super visor John S. Wyman's le t te r  o f November 1 , 195k 
address ed to  Mr. Sink and the  Board understands th at  the  req ues t is  fo r the  
Board 's re ply  to  be incl ude d in  and through these  minu tes.

Dr. M ill er  recommended the adoption of the  follo wi ng  re so lu tio n:

"Whereas the  as so ci at io n makes commitments from pl an s,  sp eci fi ca ti ons and 
lo t  val ue by a v is i t  to  the  lo t and a determ ination  o f valu e o f the  house, and

Whereas th is  may or may not be the  se ll in g  price  at  the  time the  pro perty  
is  so ld  by the  owner, nor can th es e commitments be withdrawn or reduced i f  and when 
the house is  con str ucted  and so ld  a t a se ll in g  pri ce  which is  lower than our app rais ed va lu e,  and

Whereas in  some insta nc es  we know contem plated  se ll in g  pri ce s and sometimes 
we do not -ex pecte d price s are one th in g and ac tu al  another— and

Whereas once the ass oc ia tion  makes a commitment, which o f nec es si ty  must be 
made be fore  the  work s ta r ts , i t  cannot change i t s  committed pri ce  and the  assoc
ia ti o n 's  top  li m it  is  made on 80$ of th e ass oci ati on 's  ap pra is al , and

Whereas the  Board unde rstan ds th at  under loa n ,r9k28 th at  commitments were 
made be for e cons tru cti on  commenced on above st at ed  bas is  and the reas on the con
tr acto r owner con str ucted  these  houses was his  re lian ce  on h is  a b ili ty  to  obtai n 
$k,000.00 lo an s,  and we bel ie ve  the values on these pr op er tie s were sound re ga rd les s 
of se ll in g  price ; cert ain ly  th er e was no way to  withdraw commitments provided we had 
known the  se ll in g  pr ic e to  be le ss  than $5,000.00,  and

Whereas the Ch ief  Su pe rv isor 's in st ru ct io ns are  co ntrary  to  Cha rter pr ov isi on s 
and we exp ect  to  operate  under Charter pr ov is io ns ,

Th erefo re, be i t  re so lved  th at  th is  as so ci at io n arr iv es  at  ap pr aisa ls  on the 
ba si s o f ch ar ter pr ov isions  and th er ef or e opera tes  within the  law . The Ch ief  Super
vi so r is  attempt ing to  in st ru ct  us accord ing  to  the la s t paragraph of  hi s le tte r  
addr essed to  Mr. Sink under date o f November 1 , 195k contrary  to  the law, re gu la tion , 
and ru le s,  th er ef ore , and to  the e ff e c t th at  we must use as val ue " .. .. ap p ra is e d  
value or se ll in g  price  whichever i s  le s s ,"  in  ev ery ca se— a l l  co nt ra ry  to  our under
stan ding o f rec ogn ized ru le s o f ap prais ing here  and throughout the count ry.

Th erefo re, we hereby in st ru ct  the Chairman or the  Preside nt  to  go to  Washington 
to  see the Chairman of the Home Loan Bank Board and submit the Ch ief Su pe rv iso r's  
le t te r  and determine i f  such in st ru ct io ns cou ld pos si bly  be true  and repo rt back to  th is  Board."

Adoption seconded by Dr. Hicks. Re solut ion  unanimously adopted.

I c e r t if y  th at  th is  is  a true  and co rr ec t copy 
of  exce rpt from minutes o f meeting o f the  Board of  Di recto rs  o f " 
F ir st Fed era l Sav ings and Loan Ass oc ia tio n o f Atla nt a he ld on 
November 5,  195 k.

Se cretary
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HCtlE LOAN BANK BOARD

Housing and Home Finance Agency 

'eufiin gton 2$, D. C.

101 Ind iana ..venue, N. W. 

January lb , 1955

George W. West, S r. , Chairman of  the  Board 
F ir s t Fedoral  Savings and Loan 

Associa tio n of  Atla nta 
At lan ta,  Georgia

Dear George?

The pr in ci pa l rea son  I have not made an e a r li e r  reply  to your 
le tt e r  of December 16, 195b i s  th a t I had hoped to  be in  po si tion  to say 
something conc lusive about the  proposal we have been con sidering to  in 
crease  th e au thor ized  lo an -to- ap pr ai sa l per cen tag es and the repayment 
per iod  fo r  ce rt ai n  typ es  of loan s.  Since i t  now appears th a t th is  w il l 
no t m ater ia liz e fo r some l i t t l e  time, I sh all  no t fu rt her postpone an an
swer to  your  le t te r . z

what o ur Supervisory Agent and our  Chie f .Supervisor have re c
ommended to  you i s ,  in  sub stance , th is?

Jn your  underwriti ng  opera tio n, permanent o r "tak e-ou t” 
loa ns should  ge ne ra lly  not be made fo r amounts gr ea te r 
than 80% (under  pr es en t regu la tio ns ) of  the  pr ice a t 
which the pr op er ty  i s  being  purchased,  in  a fr ee,  com
p e ti ti v e  market,  upon completion and sa le by op era tiv e 
bu ilde rs , even though the  plen s-an d- sp ec ifl ca tio ns  ap
p ra is a l made fo r cons tru cti on  loa n purposes i s  gre at er  
than the  valu e es tabl ish ed  by such purchase pri ce .

Fran kly,  George, T think th a t recommendation i s  sound and th at  
i t  should  be fol lrw ed by ti e  F ir s t fe de ra l in  i t s  mortgage lend ing op erati on . 
True, the as so ci a tion 's  ch ar te r and the  re gu la tio ns  au thor ize  loans up to  80% 
of the app rai sed  value  of  th e re a l est at e se cu ri ty ; bu t to take  the  po si tio n 
th a t the  le t te r  of thes e pro vis ion s giv es  sanc tio n to  loa ns  th at  exceed 80% 
of the  value  es tabl ishe d by the pr ice pa id fo r the  prop er ty  in  a fr ee,  com
p eti ti ve  market  is  to  de str oy  the  p ra c ti ca l sense and subs tance of  the  regu la
tio n and lea ve l i t t l e  i f  anything bu t an empty sh el l.

Pe rso na lly , I  fee l th a t,  with in  ce rt ai n  lim it s and under ce rt ai n 
safeguar ds,  many ex ce llen t loans could be made on a ba sis where the  purch aser-  
borrower makes a bona fi de down payment equ al to  10% of the  purchase pr ic e— 
th at  is  to  say with sav ing s of h is  own r a th er than  wi th borrowed "e qu ity ".
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As you know, there are  me ritor ious  arguments on both sid es  of th is  que stionj  
j'us t what the  fi na l answer ia  on the  prop os iti on  to  amend t  e re gu la tio ns  
along th a t li ne  we ere  not  now prepared to  say . Vhetber the regu lat ion s are  
amended or  no t, however, our view is  tli at  20- or  25- or  even 15-year loan s 
th at  exceed the  maximum autho riz ed  perc enta ge of  an ap pr ai sa l which is  higher  
than the  pr ice fo r which the prop er ty  se ll s  in  a fr ee , com peti tive  market are  
prop erl y su bj ec t to sup erv iso ry qu es tio n,  and the board expects th at  they w il l 
be so quest ion ed.

Ve a l l  know there ar e excepti ons, of cou rse : An es ta te  has to be 
liqu id at ed , a bu ild er  ge ts  in to  fina nc ia l d if fi c u lt ie s , a drop in  the  market 
develops from some s tr ic tl y  lo cal  and temporary circu msta nce—j ust  to il lu s tr a te — 
and an occ asional house w il l be sold below a f a i r  and sound ap pr ai sa l.  As a 
ma tte r of  general pr ac tice , however, we do no t be lie ve  th at  the  pr ice at  which 
the  re al es ta te  is  being bought on a market th at  is  fr ee,  com pet itiv e, and 
un di st ressed , should bo dis reg ard ed in  your und erw riting op erat ions , nor  th at  
in  re la tion  to  such sa le s pr ice the  amount loaned should exceed the maximum 
percen tage the  as so ciat io n is  au thor ize d by t.: e re gu la tio ns  to len d.

I t  is  our recommendation th at your lend ing pr ac tice s be rev ised 
accor din gly .

Sin eeroly  yours

(signed) \ b it e r  
’. a lt e r  W. 'i cZ ll is to r 
Chairman

c o n
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FIRST FEDERAL SAVINGS AND LOAN ASSOCIATION 
ATLANTA

Ja n u a ry  2 8 , 1955

Mr . W alt e r W. M c A ll is te r , Cha irm an  
Home Loan Bank Boa rd

•  10 1 In d ia n a  A ve nu e,  N. W.
W as hi ng to n 25> D. C.

Dea r W a lt e r : In  r e :  S u p e rv is io n  -  F i r s t  F e d e ra l o f  A t la n ta

•  We a r e ,  o f  c o u r s e , d is a p p o in te d  up on  r e c e i p t  o f  y ou r l e t t e r  o f  
Ja n u a ry  lU , 1955, i n  f u r t h e r  r e fe re n c e  t o  th e  ab ov e m a t te r . We a re  v ery  
much p le a s e d  t h a t  th e  p o s i t i o n  yo u hav e ta k e n  i s  a  re co m m en da tion  an d n o t 
an  o r d e r .

I t  seem s t o  u s  t h a t  th e  l e g a l  re q u ir e m e n ts  in  t h i s  m a tt e r  a re  
c l e a r .  We a re  r e q u i r e d  t o  a p p ra is e  p r o p e r ty  f o r  lo a n s  a s  s p e c i f i e d  in  th e  
r e g u la t io n s  an d a re  a u th o r iz e d  t o  make lo a n s  up  t o  a  s p e c i f i e d  p e rc e n ta g e  
o f  su ch  a p p r a i s a l .  We f e e l  com pell ed  t o  c o n ti n u e  t o  fo ll o w  t h i s  p ro c e s s  
u n t i l  an d u n le s s  th e  la w  i s  ch an ged .

We b e l ie v e  t h a t  we hav e a s  go od  a p p r a is e r s  and  make a s  go od  an d 
r e l i a b l e  a p p r a i s a l s  a s  an yb od y,  an d we know t h a t  o u r a p p r a i s e r s  a re  b e t t e r  
th a n  th o se  o f  many  o th e r s  i n  th e  m or tg ag e m ark e t.

Of c o u r s e , o u r  a p p r a is e r s  g iv e  c o n s id e ra t io n  t o  c o s t  an d s a le  
p r i c e s  a s  w e l l  a s  t o  m ark e t v a lu e  an d o th e r  e le m e n ts , an d th e y  w i l l  c o n ti n u e  
t o  do s o . I f  th e  B oar d o r  an yb od y e l s e  w an ts  t o  a t t a c k  th e  q u a l i f i c a t i o n  o f  
o u r a p p r a is e r s  o r  th e  v a l i d i t y  o f  t h e i r  a p p r a i s a l s ,  we a re  re a d y  t o  m ee t t h a t  
i s s u e  a t  an y t im e . We th in k  i t  i s  v e ry  u n fo r tu n a te  f o r  you , w it h o u t mak ing 
a  d i r e c t  a t t a c k  on  e i t h e r ,  to  en gag e in  c r i t i c i s m s  an d in uendoes an d u n d e r ta k e  
t o  d i s c r e d i t  by  th e  m et hod s whi ch  hav e b een  u se d  i n  t h i s  m a t te r .

I t  seem s t o  u s  t h a t  t h i s  s i t u a t i o n  i s  a  go od  i l l u s t r a t i o n  o f  th e  
t r o u b le  t h a t  ex am in ers  an d s u p e rv is o rs  w i l l  f in d  th em sle v e s  i n  i f  yo u ad o p t 
a s  la w  th e  su b s ta n c e  o f  y our re co m m en dat io n . I t  w i l l  be  d is c o v e re d , a f t e r  
th e  co mmitm en ts a re  made an d ev en  a f t e r  lo a n s  a re  c lo s e d  an d p a id  o u t by  th e  
le n d e r s  o r  b y  th e  e x a m in e rs , o r  by  b o th , t h a t  c o s t  o r  c e r t a i n  s a le  p r i c e s  ir e re  
l e s s  th a n  p ro p e r  a p p r a i s a l .  I t  w ou ld  fo ll o w  t h a t  su ch  lo a n s  w ou ld  be  i l l e g a l

•  lo a n s . And o f f i c e r s  and  d i r e c to r s  a r e  l i a b l e  p e r  se  f o r  n e g li g e n c e  in  mak ing 
i l l e g a l  lo a n s . A g a in , we c a l l  a t t e n t i o n  t o  th e  f a c t  t h a t  n e i t h e r  c o s t  n o r  
s a le s  p r i c e  a re  w i th in  th e  c o n t r o l  o f  th e  l e n d e r s . The  le n d e r  h as  no  a d e q u a te  
an d c e r t a i n  me ans  o f  kn ow ing wha t c o s t  an d s a le  p r i c e s  a r e .  I f  yo u wer e t o  
ch an ge  th e  la w  t o  make th e  re co m m en da tion  yo u hav e made a  re q u ir e m e n t,  we

•  su bm it  t h a t  yo u wou ld  be  u n d e r ta k in g  f o r  y our exam in ers  an d s u p e rv is o r s  an
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enormous amount o f d e ta il  and th at  su pe rvise d in st it u ti o n s  would fi nd them
se lv es  with i l le g a l  loans dis cove red months a ft e r  the loa ns  were made, when 
nothing could  be done about them. Furth ermore, as you in di ca te  in  your 
le t t e r , there are  many si tu at io ns where co st  or  sa le  p ri ce  does not rep resen t 
tru e va lu e,  and the  prop erty ought to  be apprais ed fo r i t s  value and loans 
made ac co rd in gly.

The ap pr ai sa l of re a l est ate  is  an old and honorable  bu sin ess or 
pr of es sion  and is  ve ry  w el l dev elo ped. I t  does gi ve  cons iderat ion to  co st  
and sa le  p ri ce s , but i t  und ertakes  to  arr iv e at  va lu e.  We do not bel ie ve  
th at  i t  is  p ra ct ic ab le  to  admi nis ter  a re gu late d home mortgage loa n program 
such as ours  on any oth er b a sis .

Your le t te r  o f January lU and th is  re ply  w ill  be subm itted  to  our 
Board of Direc to rs  at  th e ir  nex t meeting and I w il l ask  them to  approve the  
conte nts  o f my re p ly .

Yours ve ry  tru ly ,

George W. West, Sr . 
Chairman of the  Board
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Exhibit No. 6.—Correspondence Between the Federal Home Loan Bank
Board, Washington, D.C., and First Federal Savings & Loan Association 
of Atlanta, Atlanta, Ga., and Other Material Relative to the Examina
tion and Audit of the Association as of April 22, 1952

Home Loan Bank Board,
Office of Supervisory Agent,

Greensboro, N.C., Jun e 5, 1952.
Board of Directors,
Fir st Federal Savings £ Loan Association  o f Atla nta,
Atla nta , Ga.

Gentlemen : We are  pleased to enclose, for your attent ion and consideration, 
Report of Examination and Audit made by Examiner Sloan as  of close of busi
ness April 22, 1952. This report will, we feel sure, prove beneficial and serve 
as a basis for review of your past operations and futu re policies.

Since the date of the previous examination, October 16, 1950, net assets have 
increased $4,526,681, or 26.5 percent ; mortgage loans $3,917,214, or 23.4 percent; 
and share capital $5,216,909, or 34.0 percent. During the same period $374,220, 
or 32.8 percent of your net operating income, was transferred to reserves, which 
now amount to 6.3 percent of net assets or 6.8 percent of share  capital.

We note tha t at the date of this  examination, loans subject to Section 145.6-7 
of the Rules and Regulations for the Federal Savings and Loan System amount 
to $4,866,202, or 20.1 percent of total assets. We request tha t you arrange to 
reduce these loans to an amount not in excess of 15 percent of the association’s 
assets and, when this has been accomplished, confine loans of this type to the 
limitations of the above-mentioned regulation. Please advise us when the  dollar 
amount of such loans outstanding has been brought into conformity with the 
regulatory provisions.

We invite your attention to the Examiner’s comments on pages 16B and 16C 
of the report relative to hazard insurance coverage. In this connection, we 
enclose copy of our General Lette r 1951-13 transmitting the Home Loan Bank 
Board’s policy position in this matter . We would apprecia te your advices in 
this connection.

According to information on pages 16A and 16B of the report, the associa
tion has purchased $3,811,500 of GI loans from the Home Owners Company, of 
which Emmet L. Quinn, one of the association’s directors, is Executive Vice 
President. It  is also reported tha t three  other of the association’s directors 
and officers are connected with the selling corporation, which gives rise  to  ques
tions as to the legality of this operation in view of the provisions of Section 
145.6-5 of the Rules and Regulations for the Federal Savings and Loan System. 
In order tha t the mat ter may be more fully considered, we shall apprec iate being 
advised as to the amount of the outstanding capital  stock of the Home Owners 
Company and the amount of such stock tha t is owned or controlled by any direc
tor, officer or employee of the association, or by any person or firm regularly  
serving the association in the capacity of attorney a t law. We should also like to 
have the names of the direc tors and officers of th is corporation, with appropriate  
indication in those instances where one person serves both as a  director and as 
an officer.

It  is a generally accepted concept that  the purpose in making construction loans 
is to secure the permanent financing. In view of the capable lending organiza
tion in your association, we are interested in being advised of the purpose in 
permitt ing these loans to be channeled through the Home Owners Company, thus 
depriving your association of the substantial fee income derived from the loans, 
especially since your association has already processed the loans through the 
construction period up to their  permanent  status.

On Schedule 5 of the report the Examiner points out tha t dual control is not 
maintained  over the $1,000,000 in negotiable securities. As recommended in the 
Accounting Guide, and in accordance with policies established by the Super
visory Authorities, we recommend tha t dual control be established by means 
of an appropriate  resolution of your Board and tha t such resolution designate 
the parties to jointly exercise the control.

We request tha t a record of action taken at  your Board meeting pertaining 
to this lett er and report be set forth in the minutes of that meeting and that  
two certified copies of the same be furnished th is office.

Sincerely yours,
J.  M. Croson, Sup erv isory Agent.
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H ome  Loan Bank  B oard,
Off ic e of Supe rvisory  Agent , 

Greensboro, N.C., December 5, 1951. 
To all Federal savings and loan associations in the four th district.

Control by F ederal Asso cia tio ns  Over P lac ing  of H azard I nsurance

Several complaints have recently been received by the Home Loan Bank Board from insurance brokers or agencies to the effect tha t certain Federal savings and loan associations exercise such control over the placing, extension, or renewal of hazard insurance on real estate security  for thei r mortgage investments as in effect to deny to borrowers freedom of choice and to coerce them into placing thei r insurance through par ticu lar brokers, agencies, or companies. Some of these complaints have come to the Home Loan Bank Board direct, others have been made to the Anti-Trust Division of the Department of Justice and have reached the Home Loan Bank Board through tha t channel.
(The term “hazard insurance” covers a ll types of insurance required by an association in connection with  a mortgage loan.)
This matter has been discussed by representatives of the Home Loan Bank Board with representatives of the Department of Justice, who have informally expressed the view that to require  the borrower to place insurance with a particu lar agent or company might be a violation of antitrust  laws. It  has also been considered at length by the Home Loan Bank Board, to determine what, if any, action should be taken by way of regulation, modification or restatement of present supervisory policy, or otherwise.
We are  confident most, i f not all, Federal  associations know, it has long been the Home Loan Bank Board’s view tha t the board of directors of each Federal savings and loan association has not only the right but a duty to establish and to maintain  such requirements over hazard insurance as in the fair  and considered judgment of such directors are necessary to protect the association’s interests. Subject to this limitation, the Home Loan Bank Board feels tha t those who borrow from Federal savings and loan associations on real estate security should have reasonable freedom of choice in the placing of hazard insurance on thei r property. This policy was formally enunciated by the Federal Home Loan Bank Board June 15, 1937, and it has been the basis for supervisory action in the comparatively few specific instances tha t have come to their attention where it appeared that associations were engaging in coercive or monopolistic practices.After careful restudy of the matter,  the Home Loan Bank Board feels tha t this longstanding policy is sound; tha t each Supervisory Agent should advise the Federal associations in his District as to the Home Loan Bank Board’s consideration and views concerning the matter,  pointing out also the ant itru st contingencies, and tha t complaints as to the practices of part icula r Federal associations should have supervisory atten tion in terms of such policy, as heretofore.
Since the soundness of the principle embraced in the Board’s policy is recognized in the present practices  of Federal associations generally, we are  confident we can rely on your cooperation in its maintenance in your association.Very truly yours,

Jos W. H olt, Supervisory Agent.
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EXCERPTS FROM THE  REPORT OF EXAMINATION AND AUDIT OF TH E ASSOCIATION

1.  FIRS T MORTGAGE LO AN S

a.  L o a n  p o rt fo li o

T h e  a s s o c ia t io n ’s lo a n  p o r t fo l io  c o n s is ts  o f :

Loans Number Percen t Am oun t

Loans pa rtia lly  guaranteed by V A. ........................ . ....................
FHA loans-------------- ---------- ------ ----------------------------------

1,433
6

4 $9,590,470. 72
5 5,008.49

Convent ional direc t redu ctio n loans..................... ............. ..........
Do...................................................... -........................... - ........
Do. ............................................................................................
D o .. .. .......................................................................................
Do.................................. ..........................................................
Do.............................................................................................
Do.............................................................................. - .............
Do................. -..........................................................................

1
1

45
448
445
683
30
10

4
3J4
4 ^
5
5M
6
6 ^
7

11,632.33
2,618.86 

212,039.49 
2, 466,340. 75 
1,785,239.70 
1,764,308.11 

77, 732.81 
16, 706.10

Tota l

Non installm ent  loans (construction)----- ----------------------------
D o .. ........ —  -..................................... - ...................................

51
11

Tota l

Advances for taxes, insurance,  et c. ................. . . . ..........— -------

To tal.............. ........ ......................... ................................. —
Average ra te ................................................ —....................-

6,336,618.15

5 3,481,081.60
8 1,270, 418. 77

(47) 7

3,164 4.81

4,751,500. 37

2,296.03

20,685,893. 76

6. M e th o d  o f  h a n d li n g  ta x e s  a n d  in s u r a n c e  
B o r ro w e rs  a r e  n o t  r e q u ire d  to  p a y  1 /1 2  o f  th e  e s t im a te d  a n n u a l  e x p e n s e  o f

t a x e s  a n d  in s u r a n c e  w i th  e a c h  m o n th ly  p a y m e n t.  S t a t e  a n d  C o u n ty  t a x  r e c o r d s  
a r e  ch e c k e d  e a c h  y e a r , a n d  a n y  t a x e s  u n p a id  o n  p r o p e r t ie s  s e c u r in g  a s s o c ia t io n  
lo a n s  a r e  p a id  by  t h e  a s s o c ia t io n . T h e s e  a d v a n c e s  a r e  s e t  u p  i n  a  “T a x  a n d  in s u r 
a n c e  a d v a n c e s ” a c c o u n t  a n d  r e p a y m e n t  is  r e q u i r e d  in  lu m p  su m  o r  in  i n s t a l l 
m e n ts  su ff ic ie n t to  r e t i r e  th e  in d e b te d n e s s  in  a  r e a s o n a b le  ti m e . I n t e r e s t  i s  
c h a rg e d  o n  th e  u n p a id  b a la n c e  o f  th e  a d v a n c e  e a c h  m o n th . M rs . M o b le y , V ic e  
P re s id e n t , s t a te d  t h a t  a l l  t a x e s  on  p r o p e r t ie s  s e c u r in g  a s s o c ia t io n  lo a n s  h a v e  
b e e n  p a id  th r o u g h  th e  y e a r  19 51 .

c. L e n d in g  o p e r a ti o n s
F i r s t  m o r tg a g e  lo a n s  g r a n te d  s in c e  th e  d a te  o f  th e  p re v io u s  e x a m in a t io n  a r e  

su m m a r iz e d  a s  f o l lo w s :

Loans Numb er Percent Am oun t

Loans par tia lly  guaranteed by VA____________________ _ 375 4 $3,935, 587.50

Conven tional d irect reduc tion  loans______________________
Do.............................................................................................
Do.............................................................................................
Do.................... . .......................................................................
Do........ — ...............................................................................
Do.................................... . .......................................................

3
98

117
212
20
5

4 ^
5
5 ^
6
6 ^
7

40,000.00
981,053.66 
725,789.69 
846,988.00 
68,000.00 
13,075.00

Total 2,674,906.35

Additional loans_________________
Noninsta llment  loans (const ruction)

Do.................................................

To ta l........................................ -

7
51
9

5
8

21,050.00 
3,590,050.00 
1,259,000.00

4,849,050.00

Loans mad e and sti ll on books__________________________
Loans  made a nd r epaid .............. ............................... ........ ..........

Total  loans g ran ted ........................ - ........ - .........................

897
69

966

11,480, 593.85 
2,629,550.00

14,110,143.85



248 STUD Y OF THE FED ERAL HO ME  LOAN BAN K BOARD

d.  Purchase of loans
In the period reviewed for this report the association purchased 372 G.I. loans in the amount of $3,811,500.00 from the Home Owners Company. The loans were purchased at  par and endorsed as follows:
“For value received, Home Owners Company hereby sells, assigns, transfers and conveys, without recourse, to Fir st Federal Savings and Loan Association of Atlan ta its successors, and assigns, all its rights, title and interest in the foregoing loan deed, the debt secured thereby and the real estate  conveyed therein, together with all rights, powers and privileges mentioned therein.“In witness whereof, Home Owners Company has affixed its name and seal this — day o f--------195-.

Home Owners Company,
B y ------------------------------------
B y ------------------------------------Two of the following three officers endorsed all papers ; Emmett L. Quinn, Executive Vice President,  Wm. J. Hogan, Vice President; and Essie Cain, Assistant Secretary. Mr. Quinn is a Director of the Fir st Federal  Savings and Loan Association of Atlanta.

It  was reported to the examiner tha t the following officers a nd/or  directors of the Fir st Federal Savings and Loan Association are also officers and/or directors of the Home Owners Company—Mr. George W. West, Mr. Emmett L. Quinn, Mrs. Marilu Mobley, Mr. George W. West, Jr.
The Fir st Federal Association of Atlanta  originally made construction loans to contractors on these loans. The Home Owners Company then financed G.I. loans as the properties were completed for which it charged the seller a fee of 1%. The date of the loan closing by the Home Owners Company and the purchase of the loan by the association was the same. One check is written  daily by the association for the unpaid balance of the loans purchased tha t day. The amount of the purchase represents the original amount of the loan.The minutes of Directors Meetings show these loans approved as  loans made, they are  not listed as purchase of loans.

e. Concentrated lending
The loan portfolio contains loans to borrowers who have six or more loans, or blanket loans of more than six units, as follows:

B or ro w er

E .A . B ay li s ............ .........................................................
C . E . B ooth , Sr_______________________________
J . M . B uic e................ ........... .........................................
R oy  C n rl to n ...................................... .............................
B . J . F e t t________________ ______ _______ _____
F re d  O . F e t t .......... ............................................. ...........
D . S. Ha> Ti ng to n____________ ___________ ____
S. L . H ol co m be , I n c __________________________
Sam  D . Jo h n so n ______________________________
J . W . L one____________________ ____ _________
M rs . D . C. M an le y ___________________________
R . 8. M oore __________________________________
C . A . L e am an ________________________________
W . H . S m it h _________________________________
Geo rg e W . W h it le y ___________________________

T o ta l...................................................... ...............

N u m b er N u m b er O rigi na l B al an ce
lo an s un it s am o u n t A pr.  22, 1952

2 130 $616,000 $591,030.90
2 33 251,600 234,360.93
1 6 36,000 36 ,00 0.0 0
3 24 155,400 155,400.  00
6 12 80,500 68,677 .21
4 12 74.200 51,04 5.0 8
2 13 122,500 113,500.  00
1 32 236,200 206,560. 00
1 15 34,000 13,784. 89
2 76 657,500 657,500. 00
5 52 326,250 326,243. 03
2 30 120,000 120 ,000.00
1 16 144,000 144 ,000.00
7 488 1.609,250 1,2 86 ,019.03
5 79 626,600 625,491.90

55 1,018 5,0 90,000 4,629, 612. 71

The unpaid balance of the above loans is 23.5% of the  total unpaid balance of mortgage loans as of April 22, 1952.
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f. Collection policy
Mortgage loan collections are  handled by Mr. Jo hn H. Gilbert , A ssistant Tre as

urer. A notice of paymen t due is mailed  to borrowers arou nd the 15th of the 
month. Mr. Gilbert prepar es and keeps a lis t of paym ents due and con tact s 
borrowers  by telephone un til  the account is brou ght up to date or until sa tis 
factory  arrang ement  has been made to tak e care  of the  delinquency. The ac
count is t urned over to t he  At torney fo r collec tion when the  payments are  60 days 
in ar rea rs.  Some except ions are  made in tu rni ng  the account  over to the Attorney, 
but  these  are  few. If  the  Attorney  is unable to secu re resu lts, foreclosure pro 
ceedings are  ins tiga ted.

The  perfo rmance of loans  listed  as subject to comment in the report  October 16, 
1050, was checked and disposition noted  as follows :

Disp os iti on N um be r Balance,  
Oct. 16, I960

Ba lan ce , 
Apr . 22, 1952

The  loans assume d by  o th er  p ar tie s,  cu rr en t________________ 2
2

$16,669 
7,522

$15,004
6,705Pa ym en ts  c ur re nt - . ___________  _______________________

T ota l______________________________________________ 4 24,091 21,709

2.  HAZARD INS URA NCE  COVERAGE OF ASSOCIATION LOANS

The assoc iation’s appl ication for loan con tain s the  following: “The under
signed agrees to sign the  Assoc iation’s usual loan  papers , inclu ding note and 
security deed. If  fo r any reason the loan is not  consummated,  the undersig ned 
agrees to pay the  actua l reasonable expenses including cost of app raisal , cost 
of survey, att orney’s fees for  investigat ing  tit le  and prepar ing  the  necessary 
papers , cost of cre dit  report, and inspection fee. The  undersigned also agre es 
to furnish reasonable  adequa te insu rance again st fire and extended  coverage 
through an agent in a company designated by th e lender.”

Insurance  coverage on all bu t 15 of the  897 loans  closed dur ing  the perio d 
reviewed for  th is rep ort  was placed through the Home Owners Company. The  
major ity  of policies  placed through  Home Owners Company were  with Home 
Owners Mutual Ins ura nce Company, Chicago, Ill. Home Owners Company as 
agents placed  98.3 perc ent of the policies wr itte n while othe r agents placed 1.7 
perc ent of the  policies wri tten on loans closed dur ing  the  examination pe riod and 
on the books of the association Apr il 22, 1952.

3. BRANCH OFFICE

The associat ion’s branch office in Ea st Point , Georgia, was opened for business 
July 16, 1951, w ith  Mrs. Mamie King, Assistant  Secreta ry in charge. Subsidia ry 
ledgers for mor tgage loans, savings and  inve stment accounts are  kep t in the 
bran ch office. Dai ly receipts are deposited in the  branch’s account in the Bank 
of Ful ton County, East Point,  Georgia. Mrs. King is authorized to sign checks 
and  handles repurchases and sim ilar  disbursements at  the  bran ch office. The 
bank accou nt is reconciled each month by Mrs. Mary Lee Jones,  Tr ea su re r and 
the record of  the reconciliat ion is kept in the main office.

Daily receipt s and  disbursements are  called in to the  main office each day  and 
posted to a sub sid iary  cash book. The rece ipts and  disbursements ar e tota led 
at  the end of the  month and posted in one tot al to the general cash book. A 
sep ara te set of general  books is not  kept fo r the bran ch office. Mrs. Jon es ad
vised th at  she  goes to the bran ch office the  las t of each month and  checks the  
records for  the month, the  tapes of subs idia ry ledgers are run  by Mrs. Jones  
or by b ranc h office personnel and  the  tapes kep t in  the  branch  office.

As of t he  examination date the  bran ch office was  servicing 118 m ortgage loans 
with an u npa id balan ce of  $531,405.80 ; 319 savings accounts tot aling $240,528.83; 
and 8 inve stment accounts totaling $24,300.00. All of the  mor tgag e loans 
orig inated in and  were tra nsferre d from the  main  office. Since the  branch 
opened 239 new savings acco unts have  been opened there.
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4. GENERAL

The managem ent sent out  a le tte r to a lis t of pre fer red  rea l est ate  agents offering a 1 perc ent commission on loans placed with the assoc iation. The  As
socia tion has paid commissions for the  three six months operating periods and 
the  c ur rent  period covered by th is  r eport  in the  fol lowing am ou nts:
Dec. 31, 1950______________
June  30, 1951__________
Dec. 31, 1951________________________________ Z_ZZZZ_ZZZ_ZZ__Z_ ZZ_
Cur re nt ___________________________________________Z______ Z.___ Z__

$335
502

1,095
760

The commission paid  was debi ted to the  Service  Charge account along with 
other loan expenses and was not  adjusted to expense for  this report. The com
missions were paid a t the  rat e of 1 percent on loans  bearin g inte res t a t 5 percent 
or more and  at  the  ra te  of % of 1 perce nt for loans with int ere st rat es  of less than  5 percent.

15 percent  of asset  limi tation
Loans other tha n homes___________________________________  $33, 343. 94
Noninstal lmen t cons truct ion loan s__________________________ 4, 751’ 500. 37
Loans over $20,000 on homes_______________________________  ' 62, 183. 95
Real es ta te  owned_____ _____________________________ZZZ__Z 14 169 02

Total ------------------------------------------------------------------------4, 8 6 6 j 202. 25
The total  of loans included in t he  above summary is 20.1 percent  of to tal  assets. 

The  two prop erties included in rea l es tat e owned are to be deeded to the  Vet
era ns’ Adm inis trat ion and will reduce  the  percentage 0.1 percent.
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JULY 11, 1952.
H ome  Loan  B an k Board,
Office of Supervisory Agent,
Greensboro, N.C.
(Attention Mr. J. M. Croson, Supervisory Agent) .

Gentlemen : We acknowledge receipt of your Examination and Audit as tran s
mitted to us under your date line of June 6, 1952 and received by us in the 
morning’s mail of June 9, 1952. We have discussed this report in its entirety 
and reply with as much degree of sequence as possible to the questions raised.

It  has been our policy in making construction loans to create the least cost 
possible on the owner-builder; therefore, we have attempted to deal with them 
on a blanket basis regarding the ir total plans to build a number of houses in 
a subdivision. In the main, the ir buildings are in . all stages of progress up 
to buildings tha t are completed and being permanently financed. It  has been 
our policy to do business with a few builders whose ability is well-known to us 
and who ar e less expensive to deal with than individuals in the novice class or 
many contractors, builders, or owners whose ability and responsibility is either 
unknown to us or not easily determined.

This is close to the peak period and many of these houses are being placed on 
the mark et and they are being permanently financed every day, so within the 
next few months, these loans will decline. A substantial number of these 
houses are to be GI loans and many of them have been prior appraised.

According to Vice. President  Mobley and Treasurer Jones, your audit  is in
correct as indicated in paragraph 1. e. entitled “Concentrated Lending.” The 
column showing “original amount” is $426,000 excessive and the column showing 
“balance 4-22 -52” is more than  $227,000 excessive. In all construction loans, 
our borrowers give us a writ ten right  to credit any escrowed or undisbursed 
funds at any time a t our option on the original loan. It  is a fact tha t the actual 
funds disbursed at the time of your audit in relationship to our total loan volume 
was 14.41%; therefore, we do not consider t hat we have violated Section 145.6-7 
of the rules and regulations.

It  has been the policy of this association since its inception to reserve the 
right to designate agency a nd company in the matte r of hazard insurance. It 
is made clear to prospective borrowers here tha t this legal right is incidental 
to acquiring a loan. Prospective borrowers, therefore, have the choice of going 
elsewhere if they are dissatisfied. Even though the insurance premium is paid 
for by the borrower, we believe such rights can be delegated when understood 
and transferred.

This Board calls a ttentio n to the  fact  th at surveyors, tit le attorneys, title  in sur
ance appraisers, and other services required incidental to acquiring a loan are 
paid for by the borrower but the choice of who performs those services is one 
which the lender controls. Almost all the complaints we have ever had on this 
question originated not with our borrowers themselves but with someone who 
had purchased a property and assumed or bought subject to our contract. Our 
applications state  our position clearly as indicated in your report and at  tha t 
time the applicant has spent no money. Our security deeds again relate our 
position and our rights and they are all on record in the county, of the property. 
Once in a while we find some aggressive or ambitious insurance agent who 
attempts  to dissa tisfy our borrower and, in the case of veterans, we believe more 
than 98% have invested no cash money in acquiring the proper ty; therefore, we 
consider our interes t superior indeed to theirs.

It  is also a well-known fact, not only for  our own preservation but for tha t of 
endorsing agencies as well as people, tha t the obligation rests squarely on us to 
see tha t the property is insured at  all times and tha t the policies issued are in 
good standing. Atlanta is a very competitive town in the insurance field for 
under the classification “Insuran ce” in the telephone book we count 518 listings. 
Some of these are general age nts; some a re actual companies, but in the main 
they are agents. All of these agents of any size or standing are in the loan 
business, and for the larger  ones, they have always had insurance and other 
funds at  a lower ra te and for a longer term of years and with higher appra isals 
than we could afford.

We are  not in the insurance business and never expect to be. None the less, 
these insurance people are our competitors in the loan field and do consistently 
take business away from us. It is common knowledge in Atlanta tha t insurance 
agents expect loan people to collect thei r premiums and remit without thei r 
using ordinary business pract ice to attem pt collection themselves. If the assured
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does not rem it, notice is received by r egis tered mail  t ha t the policy is  withdrawn 
and cancelled . We receive such notices  once in awhile,  and af te r the  ten days 
expire , we order a policy wr itte n and usua lly within ano the r two or three days 
we get a notice th at  the  cancelled  policy is in full  force and effect. This  has  
caused us any amount of troub le and  time and expense. It  is tru e th at  many 
of these age nts  do not know the difference between a mortgagee and mortgagor, 
and in ord er to correct or change policies, we frequently are  requ ired  to go 
through two or three  offices and to a general  agent.

We have had  experience in years gone by in set tling losses through some 
agents and thro ugh  some companies, and  for  the benefit of not only ourselves but 
the  assured, our borrower, and for some of these companies  and agents who have 
mistreated our  borrowers in the  mat ter of adjustments  and caused hardsh ips 
through the  loss of time and recovery, we will not perm it the ir policies in our 
files. Some of them have made rem arks abou t thi s assoc iation in years  gone 
by that  have caused us to ac t the  same way toward them.

We have had  a $50,000 lawsuit  pending aga ins t us by an Atl anta agency who 
represen ts an Atlanta company, which sui t your exam iners usua lly inqui re 
abou t and rep ort  abou t and  which has  never  come to tria l. A member of this  
agency firm is a director  in a competitive association in town. They are  appar
ently unwi lling to t ry  th e case in which they claim slander,  etc., because we would 
not  accept the ir policies. They thoroughly mis trea ted one of our borrowers and 
a record  of this case has  been long since known to your department.

It  has  been common practice in set tling fire damages among most of these 
companies to refer the  loss report  to a profes siona l adjustment agency, where 
upon the  agent who has  lived off the  premium, washes his hands in the ma tter 
and the profess iona l ad juste r att empts  to confuse the  terms of the  policy and 
to sett le for  as litt je as possible unless collusion exis ted between such adjus ter s 
and  con tractors who expected  to divide pa rt of the  spoils as has  been reported 
to this Board where we have seen cases and  believed that  such collusion existed.

This  Board can report more tha n one case where people have  commended 
thi s assoc iation when they  have paid  no att ent ion  to cance llation notices  and 
we exercised our  r igh t and did insure  th e property  and losses occurred and these  
borrow ers would not have  collected any  insurance except for our diligence.

We have many reasons to deal principa lly with the Home Owners Company. 
They rep resent  more tha n one company. This Board does not direct  them in 
the placing of thei r insurance. They are  easy to contact. They are our tenants,  
and they inspect losses promptly and  make, we believe, liberal settlements.

There is ano ther ma tte r in the  int ere st of a borrower long known to this 
Board  and th at  is the  simpl icity and  saving  to the  home owner in the  ma tte r 
of car rying insu rance with  one agency and company ra ther  tha n giving it in 
thou sand dol lar or similar multiples to eight or ten friends  in the  insurance 
business and as many different companies. We have  experienced loss ad just
ments in the  mat ter of sca ttering small coverage and we are  satisfied beyond 
a question th at  our intere st is likewise involved. We believe the  right which 
we require  is a legal right in a free country. It  is not  unusual. As a ma tte r of 
fact, we find many insurance  companies over a long period of years making 
loans in this  community  and requiring the insu rance in the ir own companies.

In  the  matt er  of the  small agents with  no loan connection, we have from 
time to time  offered then  loan connections in exchange for which we would name 
the ir agency and company.

We do have evidence beyond a  question that  fire insuranc e agents, themselves, 
prepare most of the  let ters of complaint  th at  we have had, and  they are  not 
numerous, and  as we have said before, they are  in the  main from people to whom 
we did not lend  money.

To such insu rance companies  as ever entrusted their  investme nt fund s to us, 
we have endeavored to patronize not only for our business but  also with  such 
business as we could influence from friends  or customers. We believe this is 
good pract ice  and n ot uncommon.

Cer tain ly the pres iden t of thi s association as well as some of the  others inter 
ested  did promote this association in the ear ly days  for ten years or more on a 
free basi s receiving no compensation, yet having  much responsibility . The same 
was done in the mat ter of the Home Owners Company. Inasmuch as some of us 
have  tri ed  to make both companies successful and grow, we have good reasons 
to pat ronize them but  at  the same time acclaim and declare  that  they are  not 
affiliated. I t might be well to re cord  the fact  t ha t this  as socia tion owns no stock 
in or has no financ ial intere st whatever  in the  Home Owners Company and cer-
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tainly the Home Owners Company has no shares, either savings or investment, in this association.
We do not  regard the Home Owners Company as an affiliated institution, and in order tha t you might have the information, and doubtless more than you require, we have prevailed on them to give us—

1. A financial statement .
2. A list of their stockholders.
3. A list of their officers and directors.

They are in the insurance, loan, and real estate  business. They rent  two locations from us in our office building and pay regular prices for such spaces. They have never occupied quarte rs jointly with us. They have been in business since 1925; whereas, the Fir st Federal  has been in business since 1924.We are advised that they have on the ir payroll approximately ten people plus from six to ten commissioned salesmen. They have supplied us with a record which indicates tha t they have made 901 GI loans through May 30, 1952, amounting to $8,576,017. This audi t indicates the amount which we have purchased, and we are advised by them that the difference they either own or have sold to the Federa l National Mortgage Association, Prudential Insurance Company, or others. They advise us fur the r tha t they are in the business of servicing some $4,186,000 worth of loans.
Notwithstanding the fact that a transfer  of these loans might be signed by director or officer of th is association, we are  not  violating the provisions of Section 145.605 of the rules and regulations. We have purchased these loans a t par, whereas for a par t of the time a t least an agency of the  “government” has been offering similar loans above par.
We are unable to reconcile the statement made in third from the last  paragraph in your transmit tal lett er and do not believe tha t the statement tha t we can earn substantial fee income from these loans is t rue as we are very clearly on notice tha t if we make the construction loan on a piece of property, such loan cannot exceed the well-known terms of 5-J-2%. It  is reported, as this lette r is being dictated, tha t the Veterans’ Administration  has an order which is intended to modify this situation . Even so, and it is our understanding tha t the Home Owners Co. makes a legal service charge of some sort amounting to $100, we believe they earn the money because they do all the leg work, make all the contacts with the Veterans’ Administration, get the appraising done, inspections made, and the burden of credit and charac ter report investigation is on the Veterans’ Administrat ion with them as lenders and we have some degree of insulation as the purchaser of a mortgage from a legal standpoint  which we would not have as  the original maker. We regard the mat ter of choice between the operation of “the capable lending organization” of ours to make original loans or to decide to purchase  loans to be the business of this association and not the business of the Supervisory Agent.
Even though “the substant ial fee income derived” from making G.I. loans might be ours, if it is only $100 per loan and we can find somebody else to do all the work, we might still believe in making purchases rath er than processing loans.Let it be said tha t for many years we preferred  to remain out of the construction loan business and tha t in our opinion the present dividend ra tes prevailing in this community could not be paid except out of high rat e earnings such as construction loans afford and this  has been true  always.In further  reply, let us say tha t the construction loan financing is to an owner-builder and tha t the GI loans (and we purchase only GI loans) while on the same properties, are  not to the same people. The construction loans are obviously not loans guaranteed by the “government.” We might add, too, tha t through the process of “government” endorsement on GI loans to the ulti mate end, the guaranty is 100 percent. We expect to carry  about half of our loan portfolio, if possible, in GI loans as a hedge ag ainst  a marke t tha t might decline. The record will show tha t we made the first one in this stat e and we have had  considerable experience with them.
Our own audito rs report for our fiscal year and calendar year of 1951 loans in arrear s more than thir ty days amounted to two one-hundredths of one per cent of the total  direct reduction loans outstanding, and when our Board met on Fr iday, June  6, at  its regular meeting, delinquencies on the same basis out of all the loans in our portfolio were two by number and both GI’s.In your general comment, we call attent ion to the  fa ct tha t real estate  owned is property  tha t the Veterans’ Administrat ion will pay us for in due time with the exception of two vacant pieces of property which we acquired long since
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which have practica lly no value, one a small triang le with probably disputed 
title  and another piece of bottom land returned for taxes with our own assess
ment for a total of $130 and accepted by the tax authorities.

As f ar  as the custody of government bonds is concerned, we think  we have 
dual control. Vice President Mobley has a maste r key to our own deposit box 
in our vault and Trea sure r Jones has the other key. If you prefer that the box 
key be handled by the President, we should be glad to relieve Treasurer Jones 
of this responsibility and have our President handle the key. Otherwise, if it 
is only a mat ter of having an appropriate  resolution incidental to the existing 
dual controls, we will see tha t one is entered in the minutes at this meeting 
substantially  along the lines  of present  handling.

We hand you herewith as requested two certified copies, and this entire com
munication is made a pa rt of the minutes of this association and all of the 
directors presen t are  hereby signing this letter.

Yours very truly,
F irst  F ederal Savings and L oan Association of Atlanta,

By George W. West, Pre sident ; Joseph S. Shaw, Vice-Pres.; Marilu 
Mobley, Vice-President ; George H. Dyer, D irec tor ; E. W. Gotten- 
stra ter,  Direc tor; T. O. Hathcock, Director;  Thomas J. Hicks, 
Jr., Director;  Hal C. Miller, Director; E. Ralph Paris, Director.

Stoc kholders of record May SI, 1952
Amount

Name of shares
J. N. Bailey-----------------------  30
Essie Cain________________  1, 000
A. K. Derrick______________ 30
H. R. D errick______________  30
George N. Dyer 1-------------------  3, 000
T. Hugh Freeman___________  10
E. W. Gotten stra ter1________  1,140
T. O. Hathcock1____________  2,280
Home Owners Company-------  1,990
H. H. Jenkins_____________  1, 650
I. M. Jenkins______________  1, 660
Herbert Johndon ’__________  2, 340
Mrs. Mary Lee Jones 1_______  1, 000
Gunnelle Lowe_____________ 3, 590
Esta te of Mrs. Alline B. Mar

shall____________________ 5,750
Douglas W. Matthews_______  1,590
Dr. Hal C. Miller 1__________  2, 280
Mrs. Marilu Mobley1________  2,500
Miss Josephine Murdoch_____ 1, 000

Amoun t
Name of shares

A. Walton Hall_____________ 220
E. Ralnh Par is 1____________  2,280
Mrs. Mildred G. Pendergrass x_ 1, 000
W. J. Pyron, J r_____________ 500
Emmett L. Quinn 1__________  2, 280
Mrs. Emmett L. Quinn______  1, 000
Mrs. J. C. Ray______________ 80
Gene Roberts______________  170
Joe L. Roberts______________ 220
Mrs. Forrest Lovelace Roberts.  510
Joseph S. Shaw 1___ _________ 2, 500
Charles B. West____________  1,000
George W. We st1___________ 14, 540
Mrs. George W. West________  680
George W. West, J r .1_______  1, 000
H. J. West, J r______________ 1, 230
Estate of Mrs. H. J. West, Sr_ 3,190
Mrs. S. J. West____________  3,420
West Lumber Company______ 2, 560

Total (38)___________ 71,250
1 Officer, director, or employee of Fi rs t Federal Savings & Loan Association.
2 Attorney for Fir st  Fed eral  Savings & Loan Association.

74890 O—62— pt. -18
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OFFICERS

George W. West,1 President  Mrs. Marilu  Mobley,1 Sec reta ry
Emmett L. Quinn,1 Exec. Vice Presiden t Essie  Gain, Asst. Secre tary  
William J . Hogan, 3rd , Vice Pre sid ent Iva n M. Jenkins, Trea sur er

DIRECTORS

Ess ie Cain 
Harold H. Jenkins 
Iva n M. Jenkins 
Mrs. Marilu  Mobley1 
Emmet t L. Quin n1 

1 Officers or Directors of F irs t

Char les B. West 
George W. West, J r.1 
George W. W es t1 
He rbe rt J. W es t1

Savings & Loan Association.

Home Loan Bank Board,
Office of Supervisory Agent, 

Greensboro, N.C., July  24,1952.
Mr. George W. West,
President, F irst  Federal Sav ings d Loan Associat ion,
Atlanta, Ga.

Dear Mr. West : We acknowledge, with th ank s, let ter  of 11 Ju ly as well a s two 
certifi ed copies of the  action taken by your Board of Directors on 18 July with 
reference to the report of ex amination and tra nsmitt al le tter .

We apprecia te the  cooperation of your Board and the  thoroughness of the 
reply  to our supervisory letter.

We are forwarding a copy of your  let ter  to the  Chief Superviso r’s office for  
thei r review.

Sincerely yours ,
J. M. Croson, Supe rvisory Agent.
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E x h ib it  N o . 7.—I n su r a n c e  C h ec k  S h e e t  an d  L is t  o f  14 I n su r a n ce  A g e n t s  in  
. A t l a n t a , G a .

(3)

FIRST FEDERAL SAVINGS AND LOAN ASSOCIATION OF ATLANTAI

It is my desire to assume personal responsibility for the placement 
and renewal of an insurance policy, satisfactory to you, insuring the 
property identified below against loss by fire and other hazards, 
required under the terms of my Warranty Deed to secure a Debt, and 
for the direct payment of the 5 year insurance premiums on all said 
policies. You are authorized to accept such insurance policy for the 
account of the undersigned from the Agent and Insurance Company as 
listed on Form #1 attached, which policy will adequately insure you 
as first mortgagee.

I hereby fully release you from all liability for any loss resulting 
from any lapses, errors, omissions or delays in the writing or delivery 
of such policy. This does not modify the terms of said Warranty Deed 
to Secure a Debt.
During the term of the loan, if any required renewal policy to ba 
fuzniched by me or my Agent aforesaid is not in your hands properly 
written and satisfactory to you, with a receipted 5 year premium bill 
attached, thirty days before its proper nenewal date, you are authorized 
to place the required insurance and to charge the loan expense account 
with the premium paid.

In the event of any damage to the property I agree to notify you of 
the damage within twenty-four (2 4)  hours after the loss. I further 
agree to sake no settlement for any loss under the policy without your 
prior approval.

DATE______________________________

LOAN NO.__________________________

PROPERTY ADDRESS
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1. L J Adams-Cates Company - L J
-L J

Hartford Fire Insurance Co. 
Hartford, Connecticut
Rational Onion Fire Insurance 
Company
Pittsburg, Pennsylvania2. L J C. 0. Aycock Realty Co. - L J

-L J

Philadelphia Fire & Narine 
Insurance Company
Philadelphia, Pennsylvania
Buffalo insurance Company
Buffalo, New York3. L J James M. Baker -L J

-L J

St. Paul Fire & Marine Insur
ance Company
St. Paul,Minnesota
Sterling Fire Insurance Co. 
Cobleskill, New York *

4. (_ ) Cole, Sanford, & Whitmire - L J

-L J

National onion Fire Insurance
Company
Pittsburg, Pennsylvania
Pacific National Fire Insur
ance company
San Francisco, California

•

5. L J Dargan-Whittington &
Conner, Incorporated - L J

Hartford Fire insurance co.
The Home Insurance Company
New York, New York6. L J Dilbeck-Doininey Insurance 

Agency - L J
-L J

Georgia casualty & Surety Co. 
Atlanta, Georgia
Pacific National Fire Insur
ance Company7. L J Dufio se-Bgle ston -( _ )

-L J
Hartford Fire Insurance Co.
General Accident Fire & Life 
Assurance Corp., Ltd.
Perth, Scotland and
Philadelphia, Pennsylvania8. L_) Barrell and Company -L J

-( _ )

General Insurance Company of 
America —  Seattle, Washington 
Northwestern Fire & Marine
Insurance Company
Minneapolis, Minnesota9. LJ Borne Owners Company - L J

-L J
- L J

Northern Insurance Company of
New York — New York, N.Y.
Georgia Casualty & surety Co. 
Atlanta, Georgia
Continental Casualty Company 
Chicago, Illinois10. L J Ben T. Huiet & Son - L J

- L J

Progressive Fire Insurance
Company — Atlanta, Ga.
Illinois Fire Insurance Co.
Chicago, Illinois

11. L J Lipscomb-Bills Company -( _ )
-L J

Southern General Ins. Co.
Atlanta, Georgia
New England Insurance Co. 
Springfield, Massachusetts

•

12. L J A. G. Smith Insurance
Agency - L J

-L J

Pacific National Fire Insur
ance Company
Firemans Insurance Company 
of Newark, New Jersey
Newark, New Jersey

13. L J Wayman and Company - L J
-L J

Empire state Insurance Co. 
Watertown, New York
Pacific National Fire Insur
ance Company

14. L J Draper-Owens - L J Philadelphia Fire and Narine
Insurance Company

I select the insurance agency and company checked above and authorize them 
to furnish you with a five year hazard insurance policy on my property.
Date



STUD Y OF TH E FED ERAL HO ME  LOA N BANK  BOARD 259

Exhibit No. 8.—Letter from Albert J. Robertson, Chairman, Federal Home 
Loan Bank Board, to George W. West, September 9, 1960

Federal Home Loan Bank Board, 
Washington, D.C., September 9,1960.

Mr. George W. West,
West Lumber Co.,
Atlanta, Qa.

Dear Mr. West : Receipt is acknowledged of your lette rs of August 18 and 
22, 1960, on the letterhead of West Lumber Company, with  which you enclosed 
a copy of your lette rs of August 8 and 11, on the letterhead of George W. West, 
attorney at  law, the first addressed to Mr. John M. Wyman, and the second to 
Messrs. Verne C. Bonesteel and John M. Wyman.

The subject of your lette r of August 8, it seems to us, must be considered in 
, the context of the relevant facts as disclosed by reports  of examination of the

association’s records and operations over the las t several years and by in
formation supplied by its officials. Those facts in brief a re :

During the period covered by the March 19, 1954, examination the associa
tion purchased from Home Owners Company 382 loans totaling more than $3.7

• million which loans tha t company had made as “takeouts” of short-term con
struction loans made by the association. Of 1,566 loans made or acquired dur 
ing tha t period, the security for 1,534—or 98 percent—was covered by hazard 
insurance writ ten by or through Home Owners Company. In reply to super
visory objection in 1952 to the apparently monopolistic hazard insurance prac
tice, the directo rs’ minutes of July 18, 1952, state, “It  has been the policy of 
this association since its inception to reserve the right to designate agency and 
company in the matter  of hazard insurance. It  is made clear to prospective 
borrowers here that this legal right is incidental to acquiring a loan. Prospec
tive borrowers, therefore, have the choice of going elsewhere if they are  dis
satisfied.” According to a writt en statement furnished the examiner in 1954 
by Herbert J. West, President of Home Owners Company, a majori ty of tha t 
company’s stock was owned or controlled by association directors, officers, em
ployees, members of the families of some of them and concerns controlled by 
them.

During the period covered by the July  13, 1955, examination, 124 loans tota ling 
approximately $1.3 million were purchased by the association from Home Owners 
Company, and 26 loans were made by the association to borrowers to finance 
thei r purchases of houses from West Lumber Company, which company took 
second mortgages ; the amounts of the second mortgages plus the amounts of the 
first mortgages aggregated more than the association’s appraisals and the  sales 
prices, resulting in no equity on the par t of 25 borrowers and an equity of $10 
onxthe par t of 1. A majori ty of the stock of West Lumber Company was then 
and, insofar  as we are  informed, still is owned by George W. West and George 
W. West, Jr., who were then chairman and president, respectively, of the 
association.

During the approximate 2% year  period covered by the January 14, 1957, 
and Janu ary  13, 1958, examinations, 174 loans totaling approximately $1.3 
million were made by the association to borrowers to finance the ir purchases

* of houses from West Lumber Company and Home Owners Company, which com
panies in 157 instances took second mortgages aggregating approximately 
$612,800. Of those second mortgages, 60 called for balloon payments ranging 
from $200 to $2,650 a t the end of thei r term, which term was from 8 to 10 years 
in the case of West Lumber Company and from 5 to 20 years in the case of of

# Home Owners Company. During the lat ter  examination the associat ion’s pres
ident informed the examiner tha t George W. West and George W. West, Jr., 
owned 69 percent of the stock of West Lumber Company and that  association 
directors, officers, and employees owned more than 20 percent of the stock of 
Home Owners Company; but by l ette r dated February 11, 1958, you refused to 
divulge to the examiner information from which he could determine the per
centage of Home Owners Company stock held by the families of association 
directors, officers, employees, and attorneys and by concerns owned or controlled 
by them.

In the Jan uary 14, 1957, report, the examiners reported tha t they were in
formed by several builders that it was a requirement tha t builders purchase  
building m aterials from the West Lumber Company in order to obtain financing 
by the association. The Janu ary  13, 1958, examination report disclosed that of
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the 773 new loans made since the preceding examination date, and still outstanding, the security for 687—89 percent—was covered by hazard insurance writt en by or through Home Owners Company. Included in the report of January 14, 1957, a re affidavits by three borrowers pertaining to loans aggregating almost $6 million, in which such borrowers certified tha t they were ei ther required to purchase building materia ls from West Lumber Company in order to obtain financing by the association or were threatened with stoppage of loan disbursements if they failed to purchase building materials from tha t concern; and certifying in two instances tha t they were threatened with a cutoff of financing unless sales of their houses were placed in the hands of Home Owners Company, and in one instance certifying  tha t the cutoff of construction funds was threatened unless all of the hazard insurance were placed with Home Owners Company.
“During the period covered by the January  14, 1957, examination, the association foreclosed $963,000 of loans. One project, involving an association loan balance of $1 million, was taken over by Home Owners Company through foreclosure of its second mortgage. The security for another loan with a balance of $105,000 was conveyed to West Lumber Company. At the examination date, the association had delinquent loans of almost $3.4 million—practically all for construction—equal to 9.5 percent of total loans, and its real esta te owned account was $900,000, equal to 2.2 percent of net assets. At January 13, 1958, real estate  owned by the association had increased to $2,108,000 or 4.8 percent of net assets.”
The record shows tha t throughout the periods covered by those reports these matte rs were brought to the atten tion of the board of directors  both by copies of the examination reports  and by letters  of supervisory comment, including the letter  of December 2, 1957, to which you refer. The close identity of managerial interests and control as between the association and the other concerns named, and the meaning and implications of the facts  and practices described, as well as the context of tha t and earli er supervisory letters, would seem to leave no need to explain the thought intended to be conveyed in t hat  lette r by using the word “affiliated” in quotation marks. We can only speculate as to why, afte r more than 2% years during which neither you nor any other director of the association raised any question or objection to us, to the Director of the Division of Supervision, or to the Board’s Supervisory Agent about the intended meaning or use of tha t word in tha t letter,  you would now elect to make an issue of it.Your lett er of August 11, 1960, apparently refers to the rep ort of examination of the association as of January  22,1960. The contents of tha t report ar e a matter between the association’s board of directors and this Board. According to information now available to us, you were not then and are not now a director or officer, and we have received no indication from the associa tion tha t you are authorized to act for it.

Sincerely,
Albert J. Robertson, Chairman.

Exhibit No. 9.—Letter From George W. West, Atlanta, Ga., to Albert J. Robertson, September 21, 1960
September 21, 1960.Mr. Albert J. Robertson,

Chairman, Federal Home Loan  B ank Board,
Wash ington , D.C.

Dear Mr. Robertson : I have your le tter  of September 9.I notice you referring to the letterheads I happened to have used and I can assure you tha t they are not phony, as the West Lumber Company has been used since the year 1892, the  year  I was born, and the atto rney at  law s tationery was printed so long ago tha t I cannot remember when Atlanta  had a Vernon telephone exchange, and I notice from the certificate on my wall tha t I was admitted to practice in the United States Supreme Court in April 1954.It  seems to me tha t if you had believed I was disqualified to discuss the business of the Fir st Federal of Atlanta with you, as indicated in the last paragraph of your letter,  tha t you might as well saved yourself the other 2% pages.
I explained to you on July  29 in the outside office of Mr. Dixon late one afternoon tha t I had called on Mr. Wyman and reminded him tha t he had thrown me out of the Fir st Federal some 2 years and 4 months before, and
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th at  af ter giving him a week to stud y the  question , I had  ret urn ed  th at  very  

day to have him rei ns ta te  me in the  Fi rs t Federal , as fa r as he could legally  

do so, and I reminded  him and told you th at  he had  taken away from me some 

things he could not repla ce: One, a member of the  Fi rs t Fed era l Board , and  

two, the Chairma n of the  Board. I fu rthe r told you th at  I had  reac hed an 

agreement  with  him th at  I was going to ret urn to the  Fi rs t Fed era l and if 

irr egu lar itie s were  being imposed by exam iner s and supervisors , I was  going 

to bring the info rma tion  back to him.
I fu rth er  told you th at  I inten ded to complain  about the  way  I was  tre ated  

by him and with you r knowledge, and in res tori ng me to whatever  ejec tion  

from the premises meant, I would feel free to move around  the  Fi rs t Feder al 

as I had since the  day  it  was esta blished unt il he threw me out. It  is well to 

call to your  att ent ion  th at  my agreement with  Mr. Wyman 2 yea rs and 4 mon ths 

ago was th at  I re tai n the  tit le of “Cha irma n of the  Board , Ret ired .”
The re is no use for  me to assume th at  the  vario us figures you have quoted  in 

your  le tte r a re  corre ct, becau se I  have found that  both the  examin ing division and 

the  super visor y divisio n have made erro rs. For  the  first time, to my knowledge, 

they  hav e bo th apologized fo r figures they erroneously  made in the Fi rs t Fe deral ’s 

las t repor t, for which the re was no excuse.
When I called  on you some 2 yea rs ago to advi se you of Mr. Wyman’s a ctio n 

aga ins t me, I discus sed the  insurance  quest ion wit h you and  told you th at  every  

mortgagee th at  I had  repr esen ted had  a clause  giving  the  mortgagee a rig ht  to 

name agency and  company in the  matt er  of insur ance,  and  you agreed th at  you 

thou ght  thi s was  nece ssary and advisable. When exam iners charg ed coercion 

on the pa rt of the Fi rs t Federal  abo ut the  matt er  of insuranc e, they  were cer

tain ly remin ded th at  in the  appli catio n for  a loan, which  was the  ini tia l contact  

made by the prosp ective borrower, th at  the  Fi rs t Fed era l would have thi s clau se 

in the ir secu rity  deed.
All the loans  referr ed to in your le tte r are GI loans  and, therefore, the  hold er 

of any one of them could not lose any money and for those, Fi rs t Fed era l pu r

chased  from the  Home Owners Company. The Fi rs t Fed eral  had noth ing to do 

with  the  insu rance and  it  can  be assum ed th at  the Home Owners Company place d 

the  insurance  wit h some of the companies  they represen t, which has  been a cus

tom with loan brokers  since the  day I can remember,  and  cer tain ly thes e pu r

chases  wer e ma de at  par.
This time is from 2 to 5 years la te r tha n all of those loans ref err ed to in you r 

let ter  and the  record a t the  Fi rs t Fed era l has  been examined and aud ited  more 

tha n once. These fac ts will disclose the  Fi rs t Fed eral  neve r lost any money 

on any of thes e tra nsa ctions and, to the  c ont rary , made all  the  money they ever 

inten ded to make und er the con tracts  on both prin cipal and inte res t. These  are 

broad  sta tem ent s and, if you find any thin g to the con trar y, I should like  to  hear 

from you.
There is noth ing unlawful or con tra ry to you r rules or  regu lations  about the  

tran sac tions to which you ref er and  they  are all  covered in utm ost detail in the  

Fi rs t Feder al’s record s, and  yours, wit hou t any attem pt on the  pa rt  of anybody 

to cover up facts .
In the  Johnson-W yman agreement ente red into at  the  time I was expelled, 

the re is a parag rap h which  reads as follows: “The person  who take s app lica 

tions  for loans will  tell  all prosp ective borrowers th at  fire and extended  

coverag e insurance  is required  and  ask if they have  any preferen ce as to 

agency. If  the borr owe r names a choice, his choice will be acc epted ; if  not, 

the  Home Owners Company will be suggested. The borrower can accep t or 

refu se this suggest ion. The borrower or any subse quent pur cha ser  sha ll have  

the rig ht to change insurance  on any ann ive rsa ry dat e of the  policy.” All of 

this we had  been doing  at  the Fi rs t Fed eral  for  seve ral years , which  you ref er 

to as “the  ap par ent ly monopo listic ha zar d insu ran ce p ract ice.”
In the  ear ly pa rt  of Cha irman McAllister’s adm inistra tion, Fi rs t Fed era l 

thou ght  they could bes t stop thi s compla ining abo ut insu ran ce by pre par ing  a 

check sheet, which copy cer tain ly had  the  approva l of the  FHL BB, and which 

copy I drew up, myself, and the re mus t be one in you r exa min er’s file. This  

check sheet  containe d some 15 or more agencies  in Atlan ta with two or more 

insu ranc e companies each, with a blank line at  the  bottom for  cus tom er’s 

choice, and the Fi rs t Fe deral ’s files mu st be ful l of them.
Loans are closed in the Fi rs t Fe deral ’s offices by Fi rs t Feder al’s fee  attorn eys , 

and cer tain ly they will say th at  they  have handled thi s cust ome r’s choice 

questio n as per  you r Boa rd’s policy which, so fa r as I know, is cer tain ly not
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regulation and which abridges the right  to contrac t in this State. If  these people have no choice, the Home Owners Company has been indicated. In the main, they are purchasers never having insurance on real estate before and they seldom have a company to name.
I have handled insurance for 50 years and talk to some insurance agent every day somewhere, and I know tha t it is to the advantage for dozens of reasons to have all this insurance, if possible, with one agency and with one company tha t makes prompt adjustments, and with the full knowledge of the mortgagee’s interest .
It  is well to remember when we discuss millions of dollars worth of construction loans that construction loans are nothing but arrangements for credit, and seldom is this total sum of money ever advanced. Certainly if these companies, or other companies, had mortgages behind at the Fir st Federal at any time, they had a perfect r ight to foreclose.
Many of these construction loans referred to could have been extended afte r due date  for another 6 months or a year, and I presume the examiners would have repor ted them as current.
I do not think tha t Herbert J. West, President of Home Owners Company, had any business being called on for a statement by your examiners. He is a full-grown man almost as old as you. He is the P resident of that company and it is not an affiliate of the Fir st Federal, and never has been. At one time i t f ur nished a list of its stockholders, and then he decided tha t if he was to be an affiliate he could best prove he was not by furnishing nothing. One of your examiners, however, went into his office when he was out and convinced some young lady tha t he had a righ t to audit  his books, and he returned to find one of your examiners copying the  records of the Home Owners Company.I explained to your examiner, Tanner, more than once th at he had a perfectly legal right to ask any officer or employee of the Fir st Federal  how much stock they owned in any corporation, but  certainly  they had no righ t to insist that  either West Lumber Company or Home Owners Company give them any information of any kind. Whatever transactions  have transpired between these companies has been honest, honorable, and legal. Certainly, neither one of them has ever borrowed any money from the Fir st Federal, nor have they assumed any liability for what others might have borrowed.
You will find in your records back as f ar  as 1954 where the Fir st Federal complained every time about the accusation tha t it was affiliated with anyone else, and there  is a provision in your regulations, if it has not been removed, for affiliates, and certainly the Fir st Federal never intended to register under tha t provision as  they were certain tha t they were not affiliated with the other two companies mentioned.
It  is no secret for many years tha t I have owned the controlling stock in the West Lumber Company, and if I had not been thus interested in 1924 when I star ted the Fir st Federal I would probably not have been interested in the savings and loan business. I think my impar tial interest since th at time speaks for itself.
At the time I talked to you in your office more than 2 years ago, I raised this affiliate question and complained bitterly and stated to you I thought it was probably the cause of 50 percent  of this supervisory criticism, to which you did not ask a question.
Many of us have been complaining since the first time these companies were charged as being affiliates, of the untruth  of tha t charge, and without the application of any rule or law. We have made an issue of it without success from the star t, which must have been 10 years ago or more.
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The only reason I saw for quoting in the supervisory lette r the word “affiliated” 
would be th at the write r of the lette r was unwilling to undertake the responsi
bility for the direct statement and certainly  he was quoting someone in your 
organization and not ours. Both Wyman and Bonesteel know good and well th at 
I have complained many times to each of them about affiliation and without 
success.

Your attention  was called to the same supervisory letter of December 2, 1957, 
at the bottom of page 1 and you refer  to th is $105,000 loan in your lett er (Harold 
K. Clark) and the examiners and supervisors, for no good reason at  all, make 
a statement to the Board of Directors of the Fir st Federal  tha t they conveyed 
this property to the West Lumber Company. This is not so and all of tha t is 
in the records. I went to the DeKalb County records this morning to verify 
this fact and found, as I had thought, tha t the loan was first made to Clark by 
the Fir st Federal and afte r more than a year  with Clark not paying off the 
West Lumber Company, a security deed was taken for the exact sum he owed, 
and less than  a month later, he decided to give up and he conveyed the prop
erty to the West Lumber Company subject to the balance due the F irs t Federal. 
This balance to the First Federa l was paid off in time and the securi ty deed 
Clark gave them marked satisfied.

There is nothing wrong with this transac tion. Fir st Federal  made all the 
money they intended to make and West Coast Lumber Company, as second mort
gagee, was compelled to work out this transaction to collect their own money, 
which they have been doing for years with many different mortgages.

You already have the facts of all those situations to which you now refer. 
They are not mysterious. They have occurred in the normal operation of a 
mortgage business and foreclosures bring forth  all sorts of charges, none 
of which have been proven, and without any loss, and to the contrary, a profit 
to the F irs t Federal.

If you in tend to impose such things as indicated in your letter,  I think they 
should be writ ten into the laws and regulations and there will be no question 
whether or not I could own stock in a lumber company tha t it might get the 
proceeds of a loan, or whether or not some insurance agency could have as a 
stockholder an employee, and whether or not more than two employees of an 
association can serve as Board members, and dozens of other similar ques
tions, all of which now appear to be covered by conversation, “policies,” and 
instances, many of which appear to be recorded in section 3 of the Greensboro 
manual.

I am certa in tha t the examiners would listen at any time, and did listen by 
the hour, to one or two borrowers whom we had to resort  to law to enforce our 
contract. Most of these hazard insurance  complainers have come from people 
who were not our original borrowers, and they never knew the terms of the 
contract they either assumed or bought subject to.

In one instance I have in mind, your supervisors were telling one of these 
third  or four th partie s about his rights as a borrower, and admitted  keeping the 
correspondence from us so as to help build his case up against the Fir st 
Federal.

I shall be ready at the proper time to defend the Fir st Fede ral’s actions 
as being legal, and you cannot do the same for your operation.

Yours tru ly,
George W. Wes t.
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E x h ib it  N o . 10. — M in ute s of  M eetin g  of  Boa rd  of  D ir ec to rs of F irst  F ed
eral  Sav ings  and  Loa n Ass oc ia tion  of  Atl anta , Atl an ta , G a., H eld  at  th e 
O ffice of th e  Ass oc ia tion  on  F rida y, A pr il  11, 19 58 , at  2 p .m .

Mr, George W. West, S r .,  Chairman of  the Board, pres ided  and a ll . members 
of the Board were p re se n t.  (P re se nt  were* Messr s. George W, West, S r .,  George W. 
West, J r , ,  E. W. G ott en st ra te r,  Hal  C. M il le r,  T. 0 . Hatheoek,  E. Ralph Par is ,
Thomas J ,  Hicks, J r . ,  A. G. Hend ley, Mrs. Marilu  Mobley, and by in v it a ti o n , Mr.
Herbe rt Johnson, at to rn ey  fo r th e ass oc ia ti on .)

Minutes of  the Board meetin g of  March 7,  1958 were read and approved .

A copy of  the  fi n an c ia l sta tem ent and sta tem en t of  re ce ip ts  and di sb ur se 
ments was given to  each l i r e c to r ,  review ed by the Chairman, discussed and approved, 
Mr. West al so  repo rte o th at th ir ty -f iv e  loans were closed  during March fo r a to ta l  
of  3299,305.00.

Judge  Hatheoek submit ted 135 clo sed loan  f i le s  which had been inspected  by 
the Loan Review Committee and moved th e ap proval of  the se  loa ns  by the  Board.  Motion 
seconded by Mr, Henoley and car ri ed  and the fo llo wing loa ns  were approved: F-12b69 , 
121*91, 12b9b,  121*91*, 121*99, 12500, 12501, 12502, 12501*. 125lb , 12515, 12516, 12519,
12520, 12521, 12523, 1252b, 12526, 12529, 12532, 12537, 121*92, 125b0, 125bb, 125b7,
125b8, 12553, 1255b, 12556, 12557,  12558, 12560, 12561, 12b97, 12562,  12568, 12571,
12572, 1257b, 12578, 12579, 12580,  12581, 12582, 1252b, 12503, 1258b, 12621, 12622,
12623, 1262b, 12625,  12627, 12627,  12628, 12629, 12570, 12630, 12631, 12632, 12633,
1262b, 12636, 12638, 12639, 12 6b l, 126b2, 126b3, 12635, 126bb, 126b5, 126b6, 126b7,
126b8, 126b9, 12585, 125% , 12587 , 12566, 12509, 12590, 12592, 12593, 1259b, 12595,
12596, 12600, 12602, 12603, 1260b, 12607, 12608, 12609, 1261P, 12611,  12612, 12613,
126 lb,  12615,  12616, 12617, 12618 , 12619, 1262C, 12650, 12651, 12652,  12653, 1265b,
12655, 12656, 12659, 12660, 12661,  12663, 1266b, 12665, 12666, 12667, 126668, 12669, 
12670, 12671, 1267b, 12675, 12676, 12676, 12676, 12679, 12680, 12686,  12688, 12689, 
12693, 12595, 12601.

The Col lect io n Committee re p o rt , given by Mr. G ott en st ra te r,  re fl ec te d  only 
nin e loans more tha n th ir ty  day3 pa st  due, si x  of which were 31 loan sj  however, th ree 
had been  pa id up to  da te sin ce  the f i r s t  of  the  month . Three of  the  loa ns  were in  the  
Leg al Bepartment being  adver ti se d fo r sa le .

In  repo rti ng  on re a l e s ta te  owned by the ass ocia ti on , Mr. Par is  st at ed  th a t 
fi v e  houses had been so le  durin g March and th a t no re a l e s ta te  was a- qu lre d through 
fo re cl os ur e the f i r s t  Tuesday in  A pri l.

Dr . Hicks re po rte d fo r th e Public R la tl o n s  Committee th at Mr. West, J r . ,  
Mrs. Mobley, and Mr. Random were to  part ic ip a te  in  the  F if th  Annual Atla nt a T hri ft  
Forum to  be held on Apr il l8 j t : a t  ad ver ti si ng was conti nu ing  abou t th e same bu t on a redu ced b a s is .

Mr. Ve st,  J r .  st at ed  th a t he was plea sed to  announce th a t the prop er ty  in  
East Po in t,  which was approved by the  Board fo r purchase fo r a sum no t to  exceed 
$30,0 00.00 , had been purchased fo r  $28 ,000 .00 wi th a le as e to  the  se ll e r  fo r '15 0.00  
per  month fa r  two ye ar s wi th a r ig h t to  ca nc el .

The ne xt  ord er of  bu sine ss  was Mr. John son's  repo rt on h is  confere nce  with 
Mr. John Wyman in  Washington,  After  giving  h is  re p o rt , Hr. Johnson read  a l e t te r  
he had pre par ed fo r  h is  own si gn at ur e con firm ing  th e agreement wi th Mr. Wyman. Af ter  
di sc us sion  of th e m at te r,  mot ion was made by Judge Hatheoek th a t the Board approve 
the l e t t e r .  Motion seconded and carr ie d .
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Mr. Wes t, Sr . st a te d  th at  he had be fo re  him the  re si gn ati on  o f Mrs. Marilu  
Mobley as a D irec to r o f th e  a ss ocia ti on  e f fe c t iv e  im e d la te ly . In  d is cu ss in g  the  
m atter,  the Direc to rs  were ve ry  complimentary of  Mrs. Mob ley's se rv ic e to  the  
ass ocia ti on  and exp res sed  th e ir  re gre t th at she had tender ed her re s'  m at ,io n.
Motiop was made by Mr, Pari s th at Mrs, Mob ley's re si gn ation  as a Direc to r o f  the 
A ss oc ia tion  be  accepted wi th  regrets . Motion seconded and carr ie d ,

Mr, George V es t,  s r , st at ed  th at he had reached th e age o f re tir em en t and 
th at  he wished to  reti re  and se ver a l l  conn ec tio ns  wi th  the  ass o c ia ti o n . He st at ed  
th at he was de vo tin g a lo t  o f h is  time to  othe r work and was unable to  gi ve  the time 
to  the  ass oci ati on  th at  i t  de se rv ed . He a ls o  st at ed  th a t th is  would not  come as a 
su rp ri se  to  members of  th e Board as  he had di sc us se d i t  wi th most of  them in d iv id u a ll y .

Judge Hatheock st ate d  th at the lo s s  of  Mr. West 's se rv ic es would be st ro ngl y  
f e l t  by the ass oci ati on) th a t in  192U Mr. West waa one of  the founders  of  F ir st Mutual 
davin gs Assod ia tlo n which in  193b became th e F ir st Fede ra l Savin gs and Doan A ss oc ia tion  
o f Atla nta)  th at Mr, V.iest had done a gr ea t dea l to  promote sa vi ngs  and lo an  as so c
ia t io n s  throughou t the  nati on , e sp e c ia ll y  throughout th e so uth ea st , and had served  as  
Pre side nt  of  the United S ta te s Savin gs and Loan League, Judge Hatheock sugg ested th at  
the Board giv e a r is in g  vote  of  thanks  to  Mr. West fo r h is  past  se rv ic es  and a l l  
numbers o f th e Btard ro se .

Judge Hatheock sa id  fu rt her  th at  he though t Mr. West's  wish es  should be 
r< sp ec ted ) however, in  vi ew  of  h is  pas t se rv ic e , th at  he tho ught  Mr. West sho uld  be 
ele cte d  Honorary Chairman of  th e Board.

Mr, West st ate d  th at  i t  was h is  d esi re  to  se ve r a l l  conn ec tio ns  wi th  the 
A ss oc ia tion  and th at he int en de d to  do so ) however , i f  th e Board w is hes , he would 
ac ce pt  the t i t l e  o f Honorary Chairman of  th e Board but on ly  i f  i t  were ex c lu siv e ly  
an honorary t i t l e  ant. ca rr ie d w it h  i t  no d u ti e s , o b li g a ti o n s , or au th or it y con nec ted  
wi th  the ass oci ati on  or any  a c t iv i i t y  co nnet ed  with  the a ss ocia ti on  or any  r ig h t 
to  o f f ic e  or desk  space.

Mr, G ot tens trat er  moved th at the  Board approve th e re ti m enent o f Mr.
George Wes t, Sr,  as o f  Apr il 15 , 1958 and ae ce pt  wi th  re gr et s h is  re si gnati on  
from the Board of  D ir ec to rs  and from the Ex ecu tive Committee) a ls o  th at he be 
ele cte d  Honorary Chairman of the Beard under t  e co nd iti on s he had st a te d . This 
motion  seconded and unanimo usly ad opted ,

Mr, George e s t ,  Jr.  sub mit ted  h is  re si gn at io n as  a member o f the  Ex ecut ive 
Committee. Motion was made by Mr. Henoley th at h is  re si gnati on  be ao ce pt ed . Motion 

seconded and ca rr ie d .

Mr. Got tens trat er  moved th at  Dr.  Hicks be e le c te d  a member o f the Ex ecut ive 
Committee ant- th at Judge Hatheock be e le ct ed  Chairman of  th at com mittee. Motion 
seconded  and unan imously adopted ,

There be in g no fu rt her  bu sin es s to  come be fo re  the Board, motion  to  
adjour n was made by  Mr. P a r is . Motion seconded  and ca rr ied and the meetin g 
ad joum ec  a t  5«00 P . M.
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E xhib it  N o . 11 .— T ra ns cr ipt  of  I nq uiry  by a Specia l C omm it te e of  th e Boa rd  
of  D irecto rs  of  F irs t F edera l Savings & Loan  Asso cia tio n of  Atl an ta , 
A tl an ta , G a., J an ua ry  22 , 19 58 , I n to  Q ues ti on  of  C oer cio n  of its  Bor ro w er s.

January  22 , 1958

(E. R. HAWKINS)

Qu estio n:  "Mr. Hawkins , the  Su per vi so ry  Agent  fo r the  F ed er al Home Loan 
Ban k ha s re po rted  to the Bo ard of D ir ec to rs  tha t so m e bo rr ow er s from  F ir st  
F ed er al have be en  to ld  tha t th ey  wer e re qu ired  to  pu rc ha se  bu ild ing  m ate ri als  
from  W es t Lu mber Co mp any. Has anyone  co nn ec ted with F ir s t Fed er al  
Sa ving s and Loa n A ss oc ia tion  or  V» e st  Lu mber Co mp any ev er  made tha t st a te 
men t to you? "

Answe r: "No"

Qu est ion : "You do make yo ur  co ns tr uc tion  lo an s from  F ir st F ed er al,  don 't 
you ? "

Answe r: "Right"

Qu estio n:  "Howlong have you be en  ma kin g them ?"

An swer:  "A li tt le  ov er  two y ea rs . "

Qu est ion : "A pp ro ximately  how  ma ny loan s hav e you ma de and fo r what amount? "

An swer:  "It rev olv es . It go es  as  hig h as  around  $300 ,0 00 .0 0  at one  tim e and 
fluc tu at es  from  tha t to  a co nsi der ably  lo wer  f ig u r e ."

Qu est ion : "Ha s anyone  ev er  to ld  you  tha t in  or de r to obtain a co ns tr uc tion  
loan  from  F ir s t  Fed er al  tha t it  wou ld be n ecess ary  fo r you  to  pu rc ha se  building 
m ate ria ls  fr om  W est Lu mber Co mpa ny?"

An swer:  "No"

Qu estio n:  "Pri or  to the  tim e you  have be en  ma kin g co ns tr uc tion  loan s with  
F ir st  F ed er al,  has any one ev er  to ld  you it  wou ld be n eces sa ry  for you to  obt ain  
yo ur  ha za rd  in su ra nce , su ch  as f ir e , ex ten de d co ver age,  e t c . , from  Hom e 
Own er s Co mpa ny?"

An swer:  "No, not  tha t I had to do it . "

Qu estio n:  "Ha s any one ever  to ld  you tha t it  wou ld be necess ary , to obt ain  con
st ru ct io n fin an cing  from  F ir s t F ed er al,  tha t the Home Ow ners Comp any would 
have  to  ac t as  agent in  the  sa le  of  yo ur  hou se s? "

An swer: "No . Th ey  do not" .

Que stion : "D oes  Home Own ers Co mp any ac t as  yo ur  ag en t?"

An swer:  "No . Th ey  did fo r a sh or t tim e but I found it  m or e advantageous  to 
se ll  my own ho use s.  "
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Question: "After you c ea sed using Home O wners  Company, was there any 
question asked?"

Answer: "I expla ined the ques tion to Home Owners Company and they agreed 
that it was the only thing I should do. As far as ma ter ial s are  concerned , I 
do not and have not at any ti me  bought in ex ce ss  of 60% to 75% of m y ma ter ial s 
from West Lumber Company because I can buy a good many things more ad
vantageously elsewher e and un les s they can meet pr ic es , I do not buy from  
th em ."
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Janu ary 22 , 1958

(D. S. HARRINGTON)

Qu estio n:  "What is  yo ur  na me? "

Answe r: "D. S.  Ha rring ton ".

Qu est ion : "Have you  be en  ma kin g co nst ru ct io n loan s with F ir s t Fed er al  
Sa ving s and Loan A ss oc ia tion  of  At lan ta? "

Answe r: "Ye s"

Qu est ion : "How lon g?"

Answe r: "W ell , not  cont inuo us  but I have be en  ma kin g co nst ru ct io n loa ns  
fo r abou t ten y ea rs.  It wou ld not be cont inuo us".

Qu est ion : "A pp ro ximately how man y ha ve you ma de? "

Answer:  "About 150 or  200" .

Qu est ion : "Could you  gi ve  us  an id ea  of the to ta l vo lu m e,  ap pr ox im ately,  
in dol la rs ? "

An swer: "I wou ld sa y about $2 , 00 0,  000 . 0 0. My au dit or  could  te ll  you  mor e 
tha n I c an . Our co ns tr uc tion  loan s now ar e na tu ra lly  high er  than  th ey  wer e 
ten yea rs  ag o.

Qu est ion : "The Bo ard  of D ir ecto rs of F ir st Fed er al has re ce iv ed  a le tt er 
from  the Super vi so ry  Agent of the F ed er al  Ho me  Lo an Bank at Gre en sb or o 
and , among  ot he r th in gs , tha t le tt er  st ate s that  so m e of the bor ro w er s from  
F ir st F ed er al have re po rted  tha t th ey  w er e re qu ire d to  do ce rt ain  th in gs . 
Thi s co m m itte e w ishes  to as k you a few qu es tion s and we know you w ill  
an sw er  them  ho ne st ly . Has any one  ever  to ld  you that  in or de r to  obtai n a 
co ns tr uc tion  loan  from  F ir st  Fed er al that  it  wou ld be n ecess ary  fo r you to 
pu rc ha se  your  bu ild ing  m ate ri al s fr om  W est Lu mbe r Co mp any?"

Answe r: "No"

Qu est ion : "Has anyone ev er  th re at en ed  to sto p ad va nc es  on co ns tr uc tio n  
lo an s by sa yi ng  if  you did  not  buy build ing  m ate ri als  from  W est Lu mbe r 
Co mp any that  ad va nc es  would be sto pp ed ?"

Answer:  "No, s ir . I ne ve r did buy a ll  my  m ate ri al s from  W est Lu mbe r 
Co mp any. I do buy fro m W est Lu mbe r Co mp any, but I bought m or e from  
W est Lu mb er Co mp any when I wa s no t being  fin an ce d by F ir st  F ed er al.  I 
ha ve been  buy ing  m ate ri als  fr om  W est Lu mbe r Co mp any fo r about ten years  
and m os t of tha t tim e I h ave not be en  fin an cin g with F ir s t Fed er al . I am one  
that  did  not le ave W est Lu mbe r Co mp any when I le ft  F ir s t Fe de ra l" .
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Que st ion:  "H as anyone  e v er  to ld  yo u th at  to  ob ta in  co nst ructi on  lo ans fr om  

F ir s t  F ed era l,  it  wo uld  be  n e c essa ry  fo r  yo u to  p la ce  yo ur  ha za rd  in su ra nce , 

su ch  as f ir e , ex tend ed  co v era g e , etc . , th ro ug h Hom e O wne rs  Co mpa ny ?"

An sw er : "No"

Que st io n:  "H as anyo ne  ev er  to ld  yo u th at  th e F ir s t  F ed era l wo uld not m ak e 

const ru ct io n  lo an  ad va nce s if  yo u did  no t p la ce  yo ur  fi re  in su ra nce  thro ug h 

Hom e Owne rs  Com pa ny ?"

An sw er : "No"

Que st io n:  "H ave yo u e v er  be en  to ld  th at  th e F ir s t  F ed era l wo uld not mak e 

yo u a const ru ct io n  loan  u n le ss  th e Hom e Owne rs  Co mpa ny  was  per m it te d  to  

act  as  yo ur  so le  ag en t in  th e sa le  of  hou se s yo u w er e bu ild ing?"

An sw er: "N o. Ho me O wne rs  Co mpa ny  ha s never  so ld  man y of  m y h ou se s.  

T he y so ld  so m e ju st  r ecen tl y , but m o st  of  th e ti m * wh en  I ha ve  fina nc ed  wi th  

F ir s t  F ed era l,  up to la s t  y e a r , I never use d  Hom e O wne rs  at  al l; ju st  on one 

su bd iv is io n . In m ost  of  m y su bd iv is io ns,  I never use d  Hom e O w ner s.  Th at  

n ever ca m e up wi th  m e. When I finan ce  wi th F ir s t  F ed era l,  I do not con si d er  

W es t Lum be r Com pa ny  as a par t of  F ir s t  F ed era l and  I ha ve  fina nc ed , as  I sa y  

so m eti m es with F ir s t  F ed era l and so m eti m es wi thou t F ir s t  F ed era l,  but a ll  

th e ti m e , I buy  m y m a te r ia ls  fr om  W es t Lum be r Com pa ny  because  I want to  

and no t bec ause  I ha ve  to  and at  no ti m e in  m y ten y ea rs  I ha ve  be en  bu ild ing 

ha ve  1 ever  bou ght  a ll  m y m ate r ia ls  fr om  W es t Lum ber  Com pa ny . Th at is  

op tion al  wi th m e and  I never ha ve  had any ques tions as ked  by th em  ex ce pt 

th at  th ey  ha ve  so li c it ed  m y b u si ness  alon g wi th ot he r bu ild ing m ate r ia l p eo p le .'
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Ja nu ar y 22 , 1958

(J. M. BU ICE)

Que st io n:  "A ll of  th ese  gen tl em en  are  m em ber s of  the Boa rd  of  D ir ecto rs 
of  the F ir s t  F ed era l.  The y ha ve  be en  ap po inted  by th e Boa rd  as  a sp ec ia l 
com m it te e  to  m ak e in vest ig ati on  of  certa in  fa c ts . Th e Su perv is ory  Ag ent 
of  the F ed era l Ho me  Lo an  Ba nk of  G re en sb oro , whi ch  is  th e Boa rd  tha t 
su p erv is e s  th e F ir s t  F ed era l of  Atla nta alon g with  oth er s in  th e so uth ea st , 
ha s w ri tten  a le tt er  to  the Boa rd  to  th e eff ect that  perso n s co nnec te d wi th  
th e a ss o c ia ti o n  and /o r re la te d  e n te rp r is e s . W es t Lum be r Co mpa ny  and 
Hom e O wne rs  Co mpa ny , ha ve  re quir ed  thro ug h th re at of  stop pa ge  of  loan  
advance s,  th at  th ey  do cer ta in  th in gs and we  wo uld li k e  to  ge t yo ur  an sw er  
to a fe w  ques ti ons in vo lv in g th is . F ir s t , wh at i s  yo ur  na m e?  "

An sw er : "J. M. B ui ce " .

Que st ion:  "Do yo u do co nst ructi on  lo an  fina nc in g th ro ug h F ir s t  F ed er al?  " 

An sw er : "Y es"

Que sti on : "How  long  ha ve  yo u be en  m ak ing lo an s th ro ug h F ir s t  F ed era l? "  

An sw er : "E ight  or  te n ye ar s" .

Que sti on : "Do you know how m uc h th at  wo uld  am ount  to  in  doll ar vo lu m e?  "

An sw er: "N ot righ t of f han d. It wo uld be  m an y hu nd reds  of  th ou sa nd s of  
d oll a rs . It wo uld be a co up le  of  hu nd red th ou sand  th is  y ear. It wo uld be 
w ell  in  e x c e ss  of  a m il li on  d o ll a rs" .

Que st ion:  "H ave  you ever  be en  in fo rm ed  by an yone  co nne ct ed  wi th F ir s t  
F ed er al or  W es t Lum be r Com pa ny  that  yo u co ul d no t mak e a const ru ct io n  
loan  th ro ug h F ir s t  F ed era l and /o r th at  F ir s t  F ed era l would  no t ad va nc e you 
m on ey  on yo ur  co nst ru ct io n  loan  if  yo u did  no t purc hase  yo ur  bu ild ing m a te r ia ls  
fr om  W es t Lum ber  Co mpa ny ?"

An sw er : "N o, si r" .

Que st ion:  "H as anyone  co nnec te d wi th F ir s t  F ed era l or  Ho me Owne rs  
Co mpa ny  ever  to ld  yo u that  to  ob ta in  a co nst ructi on  loan  fr om  F ir s t  F ed er al 
or  to  ob tain  an ad va nc e on yo ur  const ru ct io n  lo an , it  would  be n e c essa ry  
to  p la ce  yo ur  ha za rd  in su ra n ce , su ch  as f ir e , ex tend ed  cov era g e , e t c . , wi th
Hom e Ov/ne rs  Co mpa ny? "

An sw er : "No"

Que st ion:  "H as anyone  co nne ct ed  wi th  F ir s t  F ed era l or  Ho me  Owne rs  C om 
pa ny  ev er  to ld  yo u that  to  ob tain  a const ructi on  loan  from  F ir s t  F ed era l or  to 
ob tain an ad va nc e on  const ru ct io n  lo ans that  the  Hom e Owne rs  Com pa ny  wo uld  
ha ve  to  ac t as  yo ur  ag en t in  i  e sa le  of  house s yo u bu ilt ? "
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An sw er: "N o. Ho me Owne rs  Co mpa ny  ha s nev er  so ld  a ho us e fo r m e.
A. B.  Cox  R ea lty  C om pa ny  ha s be en  my ag en t fo r ab out te n y e a r s .

Que st ion:  "Do you purc has e al l of  yo ur  bu ild ing m ate r ia l fr om  W es t L um 
ber  Co mp any? "

An sw er: "No"

Que st ion:  "A pp ro xi m at ely what p er ce nta ge do you purc has e fr om  W es t 
Lum be r Com pa ny ? "

♦

An sw er: "" Well , now  fo r  in st an ce, W es t Lu mbe r Com pa ny  ca nn ot  get  yo u 
bl oc ks ; th ey  ca n get b r ic k s . I buy  about 70% fr om  th em ".

* Que st ion:  "Has yo ur  exp erie nce wi th F ir s t F ed eral be en  sa ti s fa c to ry 7

An sw er: "Y es , it  ha s" .

Que st ion:  "Has an yone  co nnec te d wi th F ir s t  F ed era l or  W es t Lu mbe r 
Co mpa ny  ever put any p r e ssu r e  on yo u to re quir e yo u to  buy bu ild ing 
m ate ria ls  fr om  W es t Lum be r Com pa ny ?"

An swer: "No"

Que st ion:  "In yo ur  op in io n is  W es t Lum be r Com pa ny  on e of  th e lead in g 
bu ild ing- m ate ria l su p p li ers in  the cit y?"

An swer: "Y es . Th at  is  why I like to dea l wi th  t hem . The y giv e good s e r 
v ic e  and th ey  ar e de pe nd ab le  and sta nd  behin d th eir  pro du ct s" .
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Janu ary 22 , 1958

(RICHARD F. DOETSCH)

Que st ion: "What is  yo ur  na me?  "

An swer:  "Rich ard  F . Do ets ch "

Qu est ion : "What busi nes s are  you  engaged in?"

Answe r: "Buildin g and se ll in g  of  ho us es ".

Que st ion: "In c on ne ct ion wi th your  build ing  and se ll in g  of  hou se s,  have you 
se cu re d co ns tr uc tion  loan s fr om  ti m e to  ti m e from  F ir s t Fed er al ?"

An swer:  "We did obtain  on e.  We ob tai ned a co nst ru ct io n loa n about eig ht  
or  nin e years  ago".

Qu est ion : "G en er al ly , in yo ur  busi nes s how  do you  op er at e? "

A aswer : "Vr e build hou se s and ge t pe rm an en t loan s withou t fin an cin g from  
F ir s t Fed er al as  fa r as  co nst ru ct io n is  co nc er ne d" .

Qu est ion : "A fte r you  ha ve  done that , then  you bo rrow  mon ey  on the  co n
st ru ct ed  hou se s fr om  F ir s t F ed eral,  ge ner al ly ? "

An swer: "Y es . I do not  mak e any  co ns tr uc tion  loan s" .

Qu estio n:  "In co nn ec tio n with yo ur  build ing  of th es e house s,  ha s any one  
co nn ec te d with F ir s t F ed er al  or  W est Lu mbe r Co mp any ev er  su gg es te d to 
yo u that  in or der  to  ge t th ese  loan s tha t you ge t from  F ir s t Fed er al  that  
you would  hav e to buy yo ur  bu ild ing  m ate ri als  from  West  Lu mb er Company? ' 

An swer:  "Nj>"

Qu est ion : "What po rt ion of yo ur  m ate ri als  do you  ge t from  West Lu mbe r 
C ompan y? "

A ns wer : "I wou ld sa y pr ob ab ly we ge t an av er ag e of  maybe  75% or  80% of  
ou r bu ild ing  m at er ia ls  fr om  the m" .

Qu est ion : "Has th er e be en  any  p ress u re  pl ac ed  on you to  se cure th es e 
m ate ri als  fro m W est Lu mbe r Comp any ot he r than  so lici ta tion ? "

An swer: "No, s ir . Th e on ly  so li ci ta ti on  we  hav e had has been  by sa le sm en  
fr om  W est Lu mbe r Co mp any" .

Qu est ion : "Has anyon e co nn ec ted with any  of th es e co m pa ni es  me nt ion ed  
ever  su gg es te d to yo u that  in  or der  fo r you to ge t th ese  lo an s tha t you would 
ha ve  to tak e out in su ra nce  with Home Ow ne rs  Co mp any ex cl usi vel y? "
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Answer: "No , si r" .

Question: "Has anyone suggested to you that in order  to secu re these loans 
that you had to get the Home Owners Compa ny to act as your agent in selling

< houses? "

Answer: "Home Owners Comp any has never sold a house for  me since I 
have been buildi ng".

Question: "Be ing  in the home construction business  and a big purchaser of 
building materials  and sup plies, do you regard  West Lum ber Compa ny as one 
of the leading building ma ter ial suppliers in the ci ty ?"

Answer: "No t only leading but we probably get the best servi ce from  them, 
probably more than any other sup plie r".

Question: "Would you give us an estim ate of the number of homes you have 
built since you have been doing busine ss with West Lum ber  Company? "

.•nswer: "I would say probably four or five hundred and the average cos t 
would be about $10 ,000.00 eac h".

Question: "Do you fee l that Home Owners Compa ny and West Lum ber Co m 

pany are the sa m e? "

Answer: "N o. I know th ey are not. "

Question: "Have you had any in dication in your dealings with them that there 
was a tie -in  relatio nship between them and Fir st  Fe de ra l? "

Answer: "No  because at variou s tim es somebody from Home Owners Co m 

pany might say 'le t me se ll a house for  you* and maybe before the Cha irm an 
of the Board I will say  to him that I could not afford to do any business with 
him.  Home Owners has solic ited my business but I have never  done any 
business' with them. They are a good com pany. I have all  my personal in

surance with them becau se I like the ser vice they render. On every second 
mortgage I take on a hous e, I require the people to take insurance from  Home 
Owners Comp any because when we do have a fire  or any lo ss , we can get an 
adjustment right  then and there and it makes it a lot eas ier  from  a bookkeeping 
standpoint fo r me to have all the people I have loane with to have insurance with 
Home Owners Com pany. Ser vice with them cannot be beat because I can make 
an adjustment with them jus t like tha t".

Question: "A s a build er, you are of the opinion that it is to the advantage of 
any builder to conce ntrate his insurance as nearly as he can with one compa ny?

Answ er: "Y es . I have it in the contrac t that I can dicta te where they place  the 
ins ur an ce."
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Question: "Isn ’t that a p ra ct ice of pr ac tic al ly  all  builders? "

Answer: 'In my opinion,  if they do not do it,  they  are making a mis take".

Ques tion:  "The rea son you picked  Home Own ers Company and W est Lumber 
Company in con nec tion  with build ing of house s and placing insura nce  is  be 
ca us e they give you se rv ice?  "

an swer: "Yes. Ver y good se rv ic e. "
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Ja nu ar y 22 , 1958 

(F RE D G. F E T T , JR . )

Que st ion:  "Wh at is  your nam e?  *

An sw er : "Fre d G. F ett , J r ."

Que st ion:  "What la  your add ress ?"

An sw er : "3 12 0 Map le D r iv e , N.  E . , Atlan ta , G a ."

* Que st io n:  "Wh at p o si ti on s ha ve  yo u he ld  with  th e bu ild in g in te re sts  of  the 
c it y  of  At lan ta with  re gard  to  th e const ructi on  b u si n ess ? "

An sw er : "W el l, I ha ve  he ld  man y posi ti on s in Ho me  B u il ders  A ss ocia ti on .
• I ha ve  se rved  se v e r a l y e a r s  on  th e Boa rd  of  D ir ec to rs , and rec en tl y  as  

P resid en t of  th e Ho me  B u il ders  A ss ocia ti on  of 't la n ta . I am a ls o  a na tion al  
d ir ec to r  th is  year of  Hom e B u il ders  A ss oci ati on" .

Q ue st io n:  "H ave  yo u Just reti red  fr om  Hom e B u il ders  A ss ocia ti on?  "

Ans wer : "I was  P resi d en t in 1956".

Q ue st io n:  "Do yo u do your const ru ct io n  fina nc in g th ro ug h F ir s t  F ed era l? "

Ans wer : "Y es"

Que st io n:  "How long  ha ve  yo u be en  do in g th at ?"

An sw er : "A li t t le  over ni ne yea rs" .

Que st io n:  "C oul d yo u te ll  th is  com m it te e  ho w muc h in  doll ar  vo lu m e yo ur  
const ructi on  fina nc in g ha s am ou nt ed  to ? "

An sw er : "C lo se  to  fi ve  or  s ix  m il li on" .

Que st io n:  "T hi s com m it te e  is  in vest ig ati ng so m e ch a rg es that  ha ve  be en  made 
and we  would  appre ci ate  your he lp  in  answ er in g a fe w  qu es ti on s.  Ha s an yone  
co nnec te d wi th  F ir s t  F ed era l or  W es t Lum be r Com pa ny  ev er  to ld  you tha t 
F ir s t  F ed er al would  no t m ak e yo u a co nst ructi on  lo an  u n le ss  yo u pu rc ha se d  
yo ur  bu ild ing m a te r ia ls  fr om  W es t Lum be r Com pa ny ?"

An sw er : "No"

Que st io n:  "H as an yone  co nnec te d wi th  e it h er  of  th ese  tw o co m panie s ever  
th re ate ned  to  stop  yo ur  const ructi on  lo an  ad va nce s if  yo u did no t buy  yo ur  
bu ild in g m a te r ia ls  fr om  W es t Lum be r Com pa ny ?"

/n sw er : "No"
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Question; "Do you do business  with West Lum ber Com pan y?"

Answer: "Y es "

Question: "Do you buy all of your building materi als from the m? "

Answer: "No "

Question: "Cou ld you t ell us what percen tage you buy fr om them? "

Answer: "We have p urchase d mater ials  from  many different sou rce s. Wre 
are finishing up one job now where many of the ite ms , such as heating equip
ment and slidin g door s, we have purch ased elsew here . I would say about 
60-40 or 50-50'.'

Question: "Why do you buy from  West Lum ber C ompany? "

Answer: "Th at goes a long way back to when I fir st  started building some 
nine and a half year s ago. We were a young corporation out of Detro it that 
came down here operating as International Secti onal  Hom es. At that time 
we had planned to start  a p refabric atin g operation here in Atlanta and one of 
the managers of the corpora tion had ordered materials  actua lly premature ly 
before he should have and before we set up operations here in this cit y so, 
consequently,  we had thirty thousand feet of fir  lumber delivered from  the 
west coa st to /tlanta.  We had a ver y diff icult time trying to get that opera 
tion started and we found it would be very hard to do sc . We had the lumber 
here and the only decision we could come to was to build houses and use the 
lumb er. Ours being a young co rporation and an out-of-town  corpo ration , I 
think I contacted pra ctical ly ever y mortgage company or lender in the city  
of Atlanta. I cannot remem ber now jus t exactly who it was but someone told 
me to see M r.  Geor ge West , Sr . I came in and talked to Mr. West and told 
him the situation and the lumber on hand and that we would like to build 
houses with this material.  So at that time he consented to go ahead and deal 
with u s. We built the houses (three of them) and afte r complet ing these homes 
I decided I liked Atlanta pretty well and wanted to stay here. I sold my stock 
in the corpor ation and went into the building bus ines s. To me, that was a 
favo r granted and something that you do not forg et. Since that, I have been 
dealing with them on a mat eria l basi s and financing with F ir st  Fed eral ever 
sin ce ".

Question: "Is  the West Lum ber Compa ny competitiv e in p ric es with other 
building supply companies'” '

A ns we r: "Y es.  We would not be dealing with them if they were not. On 
some items we buy, we buy elsewh ere if they are not co mpetitive . Their 
se rvice  cannot be beat. We some times try  other lines  and switch back to 
West Lum ber  Company because  ser vic e is something that is money in our 
pocket and that is something to be taken into consider ation ".
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Q ue st io n:  ’’Ha s an yo ne  connec te d  with  F i r s t  F e d e ra l o r  Hom e O w ners  
C om pa ny  ev er to ld  yo u a t an y ti m e  th a t yo u could  no t ob ta in  ad vances on  

con st ru c ti o n  lo ans fr om  F i r s t  F e d e ra l un le ss  Hom e O w ner s C om pa ny 

ha nd led your h a z a rd  in su ra n ce?  "

Ans wer : "N o.  In  fa c t,  m an y of  o u r po li c ie s a re  no t hel d by  Hom e O w ners ".

Q ue st io n:  "H as an yo ne  co nnec te d  w ith  F i r s t  F e d e ra l o r  Hom e O w ner s 
Com pa ny  e v e r to ld  yo u th a t th e  F i r s t  F e d e ra l wo uld no t ad va nc e m on ey  fo r 

c o n st ru c ti o n  fi nan ci ng u n le ss th e Hom e O w ne rs  C om pa ny  was  go ing to  a c t 

as  ag en t in th e sa le  of  house s?  "

Ans wer : "N o.  Hom e O w ne rs  C om pa ny  ha s n e v e r so ld  house s fo r m e. I 

ha ve  m y own  sa le s  p ro g ra m  an d o rg an iz a ti on  an d al w ay s ha ve  ha d. W e do 

a ll  o u r sa le s  an d m erc hand iz in g".

Q ue st io n:  "H as  th e re  ev e r bee n an y re a so n  fo r yo u to  fo rm  an  op in io n th a t 

F i r s t  F e d e ra l ha d an y ti e - in s  with  V /e st  L um ber C om pa ny  an d Hom e O w ner s 

C om pa ny  th a t wou ld cau se  you to  ha ve  to  do b usi ness  w ith  a ll  of th em  if  yo u 

se c u re d  a  lo an  w ith F i r s t  F e d e ra l? "

Ans wer : "N o.  I wo uld no t sa y  th a t th a t op in io n is  fo rm ed ".

Q ue st io n:  "W ha t posi ti on  in  th e  bu ildi ng  m a te r ia l sa le s  c a te g o ry  do yo u 

th in k V e s t L u m b er C om pa ny  hold s in  th is  a re a  as to  th e ir  s iz e?  "

Answe r: "I  c la s s if y  th em  as on e of  th e to p th re e . At  t he  ti m e  th e re  was  

C am pbel l,  W il li am s, an d W e s t.  I wo uld  c o n s id e r th em  on e of th e  le ad in g 

th re e " .
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Ja nu ar y 22 , 1958

(O. L.  TU RN ER )

Que st ion:  "Wo uld yo u p le a se  giv e us yo ur  n am o? 11

.Answer: "O. L . Tu rner"

Que sti on : "Wh at do yo u do? "

An sw er : "W el l, I am a bu ild er  and devel oper " .

Que st ion:  "Do  yo u do b u si ness  as an in di vi du al  or  co m pa ny ?"

An sw er: "A s an in di vidu al".

Que sti on : "How lon g ha ve  yo u be en  in  th e bu ild ing b u si n ess ? "

An sw er : "A pp ro xi m at ely fo ur  y ea rs" .

Que st ion:  "Do yo u do co nst ructi on  fina nc in g wi th F ir s t  F ed era l of  Atla nta?  " 

An sw er: "I do"

Que st ion:  "How long  ha ve  yo u be en  ob ta in in g yo ur  lo ans fr om  F ir s t  F ed er al? "  

An sw er : "A pp ro xi m at el y th re e and  ha lf  y e a rs ."

Que sti on : "C ould yo u te ll  th is  com m it te e  ap pro xim ate ly  how m uc h in  dollar 
vo lu m e th at  ha s am ou nted  to ? "

An sw er : " $ 1 ,0 5 8 ,0 0 0 .0 0 " .

Que st ion:  "T hi s co m m it te e  wa nt s yo u to  an sw er  so m e ques tions bec ause  th er e  
ha ve  be en  re port s mad e to  th e F ed era l Ho me  Lo an  Ba nk of  G re en sb oro , wh ich  
is  the Hom e Lo an  Bank Boa rd  th at  su p erv is e s  th is  parti cu la r  fe d era l sa vin gs 
and lo an  a sso c ia ti o n , to  th e e ff ect th at  perso n s co nnec te d with  F ir s t  F ed er al 
and w e st Lum ber  Co mpa ny  and Hom e O wne rs  Com pa ny  ha ve  re quir ed  cer ta in  
th in gs.  I wo uld like to as k yo u if  an yo ne  co nnec te d with F ir s t  F ed era l or  W es t 
-.u mb er Com pa ny  ha s ever  to ld  yo u th at  in  ord er  to  ob tain  fina nc in g th ro ug h 
f ir s t  F ed era l,  it  wa s n e c essa ry  fo r  yo u to  purc hase  yo ur  bu ild ing m ate r ia ls  
fiom  W es t Lum be r Co mpa ny ?"

Aaswer:  "No"

Qu est ion : "Do yo u purc hase  bu ild in g m ate ria l fr om  W es t Lum be r Co mpa ny? " 

An sw er: "Y es"

Que sti on : "A ll of  th em ?"

An sw er : "Per ta in in g to th e su pp li es th at  W es t Lum be r Co mpa ny  handle s,  I 
usu all y  buy  fr om  th em . The y do no t ha nd le  a ll  I u s e ."
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Question: "Why do you  purchase from  West Lumber Company?"

Answer: "Due to the fac t that (1) the se rv ice I re ce ive and (2) in the pr ice  

stru ctur e I could not f ind too much diff erence  in the var ious pr ices  that were 

given to me".

Question: "Is West Lumber Company compet itive?"

Answer: "Yes. They migh t be som e higher on a few things but I get good 

se rv ice and the dif fer ence in p ric e is  off set by the serv ice ".

Question: "You have refer red twice to the se rv ice of West  Lumber Company.

Do you think they give you exc ellent serv ice ?"

Answer: "I do"

Question: "Has anyone connected with Fi rs t Feder al ever  put any pressu re  

on you to buy building ma ter ial s from West Lumber Company?"

Answer: "They nev er have".

Question: "Has anyone connected  with Fi rs t Feder al or HHome Owners

Company eve r told you that in ord er to obtain an advance on construction loans,  

that it would be ne ce ssar y for you to purchase your hazard insu rance from  

Home Owners Company?"

Answer: "They nev er have . "

Question: "Has anyone connected  with Fir st  Federal or Home Owners Company 

ever  to ld you that in ord er to obtain advances on cons tructio ns loans,  that Home 

Owners Company would have to act as your agent in the sa le  of h ouses? "

Answer: "No"

Question: "Does Home Owners Company act  a s your  agent?"

Answer. "They have . I have been sat isf ied  with th eir  operation . I could not 

handle my own s ales  bec ause I am relat ive ly new in the house  building business  

and I found that they did right by me and I have kept doing business  with them.  " 

Question: "Do they giv e you good serv ice? "

Answer: Yes . We a ll si t down and talk  and I try to produce the sa le  of a house; 

they  adver tise and put a salesm an out there  and se ll  the house".

Question: "Do you cons ide r it to your advantage to deal  with one company rath er 

than sev eral?  "
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Ans wer : "I b e li ev e  th e fe w er  in vo lv ed , th e bett er . If an ything  com es up , we  
ha ve  on ly  on e or ganiz ation that  we  ca n go to . I wo uld no t con si d er  ha ving  m or e 
th an  on e sa le s  org aniz ation wo rk ing at on e ti m e" .

Q ue st io n:  "Do yo u fe e l that  any  ot her  builder  wo uld fe e l th e sa m e?  "

An sw er : "T alking  fr om  th e stan dp oint  of  m y se lf , I ha ve  be en  m ore  or le s s  
su cc e ss fu l with  th is  op er at io n and I thi nk  th at  sh ou ld  sta nd  fo r  it se lf . I have  
se e n  so  m an y oth er s that  ha ve  dea lt  with  ag en ts  her e and th ere and th ey  are  
no t in  th e b u si n ess  an y m ore  so  th er e m ust  be  so m e ad va nt ag e in i t . "

Que sti on : "Do  yo u ha ve  any ex c lu siv e  contr act  with  Hom e Owne rs  Com pa ny ?"

J ns wer : "H er e th is  la st year th ey  did  com e ou t and as k  fo r  an ex c lu si ve  and  it  
ex p ir e s th is  mon th . It ran fo r a y ear  at  a ti m e. At th e ex pir at io n of  th at  co n 
tr a c t,  I w il l be fr ee  to  do bu si n ess  wi th  an yo ne . B ef ore  that  ti m e, th ey  never *
had  a co ntr act . The y go t a ne w sa le s  m an ag er ".

Que sti on : "When th ey  as ke d fo r  th at  e x c lu s iv e  sa le s  co ntr act  was  th ere any  
refe ren ce  m ad e to yo ur  ad va nc es  fr om  F ir s t  F ed era l? "

.■ ns wer : "No"

Que st io n:  "Is  it  cust om ary  fo r  ot he r com panie s to  ask  fo r  an ex c lu siv e  sa le s  
co ntr act  or  do yo u know? "

An sw er : "Y es . Th ey  as k fo r  an ex c lu s iv e  w hen ev er  an y sa le s  org aniz ation  
co m es out and wan ts  to  s e ll  yo ur  hou se . It de pe nd s on  th e am ount  of  ti m e an 
in di vi du al  wa nt s to  giv e th em . I b e li eve  th ey  run  fr om  ni net y da ys  to  si x  
m on th s on a si n g le  un it.  The y as ked  fo r  a year so  I sa id  'go ah ea d' . The y 
sp en t th e ir  m on ey  on si g n s , ad verti si n g , e tc . "

Que st ion:  "Y our agre em en t to  th at  o n e -y ea r  contr act  wi th Ho me  Owne rs  
Com pa ny  had no be ar in g on yo ur  loan  pro gra m  wi th F ir s t  F ed era l,  did  it ?"

An swer: "N one wha te ve r wi th  m e ."
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Ja nu ar y 22 , 195 8

(E LLIS M. CREEL)

Que sti on : "A s yo u pr ob ab ly  kn ow , th e F ir s t  F ed era l Sa vi ng s and Lo an  A s s o 

c ia ti on  of  Atlan ta  i s  su perv is ed  by the F ed era l Ho me Lo an  Bank of  G re en sb oro  

and th e S u p erv is ory  Age nt  fo r th e F ed era l Hom e Loa n Bank sta te s th at  th ey  

ha ve  receiv ed  so m e in fo rm at io n th at  perso n s co nnec te d with  F ir s t  F ed era l and 

W es t Lum be r Com pa ny  and Hom e O wne rs  Co mpa ny  ha ve  st at ed  th at  th ey  co uld  

no t get  co nst ructi on  lo an  ad va nce s u n le ss  th ey  bought bu ild ing m a te r ia ls  fr om  

W es t Lum be r Com pa ny  and ob ta in ed  in su ra nce  fr om  Hom e O wne rs  Com pa ny  

and per m it te d  Hom e O wne rs  Co mpa ny  to ac t as ag en t in th e sa le  of  hou se s.  

T his  is  th e com m it te e  ap po inted  by th e Bo ar d of  D ir ec to rs of  F ir s t  F ed era l 

to  in vest ig ate  th ose  m att ers and se e  if  th er e is  any  tr ut h in th em . We wo uld 

ap pre ci ate  yo ur  answ er in g th ese  q u es ti on s.  What is  yo ur  na m e? "

* An sw er: " E ll is  M. C ree l" .

Que sti on : "H ave yo u be en  in  the resi d en ti a l bu ild ing b u si n ess  in the Atla nta 

vic in it y? "

An sw er: "Y es"

Que sti on : "How lo ng  ha ve  yo u be en  in  that  b u si n ess ? "

An sw er : "S in ce  N ovem ber , 1954".

Que sti on : "A re  yo u in  t ha t b u si n ess  no w? "

An sw er: "No"

Que sti on : "Did yo u m ak e any const ructi on  lo ans with  F ir s t  F ed era l? "

An sw er : "Y es"

Que sti on : "How m an y?  "

An sw er : "We m ad e a co nst ructi on  lo an  fo r  92  house s and a co nst ructi on  lo an  

fo r 237 a c re s  in D o ra v il le , De Kalb  Cou nty,  G eo rg ia  on wh at is  known as Oak - 

c li f f  su bd iv is io n . Th e 92 house s in  Go rdon H eigh ts  su bd iv is io n" .

Que st ion:  "Did an yo ne  co nn ec te d wi th  F ir s t  F ed era l or wi th  W es t Lum be r

•  Co mpa ny  ever  t e ll  yo u that  to  ob ta in  a loan  fr om  F ir s t  F ed era l or  to  ob ta in

ad va nce s on yo ur  lo an  that  yo u wo uld ha ve  to  buy  bu ild ing m a te r ia ls  fr om  

W es t Lum be r Com pa ny ?"

An sw er: "N of

Que sti on : "Did an yo ne  co nn ec te d with  F ir s t  F ed era l or Hom e Owne rs  Com pa ny  

ev er  te ll  you that  in  ord er  to ob ta in  ad va nce s on  a loan  that  yo u wo uld ha ve  to  

pu t yo ur  ha za rd  in su ra n ce  wi th Hom e Owne rs  Com pa ny ? "
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An sw er: "No. Let  m e m ak e a st ate m en t to  fu rt he r c la r if y  th at . T hei r  
m etho d of  op er at io n i s  the very  sa m e as  any  ot he r sa le s  ag en cy  in that  th ey  
off er  m an y se r v ic e s , on e of  which  i s  a ss is ti n g  in  in su ra nce  but as fa r as  
sa yin g th at  we  would  ha ve  to  p la ce  in su ra nce  wi th th em  on the house s tha t 
we  bo rr ow ed  m on ey  fo r co nst ructi on  lo an  pu rp ose s,  no su ch  st ate m en t wa s 
ev er  mad e;  no su ch  in fe re nce or  in tim ation was  ever  m ad e.  Whe n a new 
ho use  was  st arte d , I ca ll ed  M rs . C an tr ell  and to ld  her we w er e st art in g  
an ot he r grou p of  house s and to  ha ve  th em  cover ed  with in su ra n ce ."

Que st ion:  "M rs . C antr el l th at  y ou  refe r  to , is  sh e th e one who wo rk ed  fo r 
m e?  "

An sw er : "Sh e wo rk ed  fo r th e att or ney s" .

Que st ion:  "You to ld  he r that  yo u had st art ed  a ho use  and wa nted  builder 's
r is k  in su ra n ce  and sh e wo uld  se e  th at  it  wa s pl ac ed ? " *

An sw er: "Y es . Just  as  we did  with South  Si de  At lanta Bank and oth ers.  Thi s 
i s  a s e r v ic e - -y o u  ca n use  it  or  yo u ca n do it  yourse lf " .

Que st ion:  "It wa s a re quir em en t of  F ir s t  F ed era l th at  a ll  const ru ct io n  be 
cover ed  by fi re  and ex tend ed  co v erage  in su ra nce  on  wh at is  known as  bu ilder 's  
ris k ?"

An sw er : "Y es . It would  sa ve th e bu ild er  st eps in adm in is tr ati on  to  have  
so m eo ne to  do th is  fo r  yo u by te le ph on e?  "

Que st ion:  "Did anyone  co nnec te d wi th  F ir s t  F ed era l or  Hom e Owne rs  Com pa ny  
ever  te ll  yo u that  to  ob ta in  ad va nce s on a co nst ructi on  lo an  fr om  F ir s t  F ed era l 
it  was  n e c e s sa r y  that  th e Hom e O wne rs  Co mpa ny  ac t as  ag en ts  to  s e l l  yo ur  
house s ? "

An sw er : "No"

Que sti on : "M r. C ree l,  do yo u do bu si n ess  wi th  F ir s t  F ed era l Sav in gs  and Lo an
A ss ocia ti on  now ? "

/an swer:  "I do not at th e p rese n t ti m e" .

Que sti on : "What happened to  Gordo n H ei gh ts ?"

An sw er : "We be ca m e over- exte n ded  th ere on th e c o s t  of  th e en ti re  co nst ru ct io n  -
pro gr am  as a res u lt  of  bad w ea th er  and sl ow  sa le s . We w er e un ab le to  li v e  up to  
ou r com m it m ents  to  F ir s t  F ed era l and th ey  had to  fo r ec lo se  to  prote ct  th ei r in vest m ent.  I b eli eve Ho me O wne rs  fo rec lo sed . "

Que st io n:  "What abou t O ak cli ff ?" •
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/n sw er : "I b e li eve  F ir s t  F ed era l fo rec lo sed  on that".

Que sti on : "You do no t ha ve  anything  to  do wi th  e it h er  of  th ese  n ow ?"

An sw er: "No"

Que sti on : "T her e i s  no re aso n  wh y yo u sh ou ld  fe e l e sp e c ia ll y  c lo s e  to  F ir s t  

F ed era l? "

An sw er : "N o. A si de fr om  any  fe eli n g  I m ig ht  ha ve  had, I m ere ly  st ate d  th e 

trut h.  I co ul d no t le t m y fe eli n gs en te r in to  any  st ate m en t th at  1 m ig ht  m ak e? "  

Que st ion:  "D id yo u buy yo ur  bu ild ing m ate r ia ls  fr om  W es t Lum be r Com pa ny ?

An swer:  "F or  th e m o st  par t,  we  bou ght  th em  fr om  W es t Lum ber  Com pa ny . 

Ther e wer e man y th in gs  th ey  did  not fu rn is h but w hen ev er  we co ul d get th em , 

we  did  to sa ve us  fr om  sp en di ng  ti m e and m on ey  to  go  fr om  p la ce  to  p la ce  to  

get st art ed  and be a ss u red  of  ha ving  m ate r ia l and so  that  we co ul d sc hed u le  

ou r wo rk . We bought w hat ev er  we  co ul d because  we  co ul d de pe nd  on th em .

The  s e r v ic e  was  exce ll en t" .

Que sti on : "Do yo u m ea n that  you bought fr om  W es t Lum be r Co mpa ny  because  

it  was  to yo ur  af lvan tage ?"

Answe r: "It was  de pe nd ab le . Ycu  co ul d depend  on th em . Yo u would  not get  

a ho us e d r ie d -i n  and ha ve  to  wai t on  sh eet ro ck . "
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Exhib it No. 12.—Transcript of Meeting of Special Committee of the Board of
Directors of First Federal Savings & Loan Association of Atlanta,
Atlanta, Ga., January 29,1958

F ifth Meeting of Special Committee

Janu ary 29, 1958
Pre sen t were: E. W. Go ttenst rater,  Chai rman 

Thomas J. Hicks, Jr .
T. O. Hathcock  
Herbert Johnson
Henry H atc her (subst itu ting for Mr. Johnson du ring  las t ha lf)
Jack Tanner,  Exa min er 
W. A. Vaughn, Exa miner
(Mildred P endergrass,  acting as s ec ret ary ). *

Mr. Gottenstrater. We are a specia l committee appointed by the  Board  of 
Directo rs to give them cer tain recommenda tions in connection with  the  let ter  
from Mr. Fogarty  of December 2, 1957, with which I think you are  probably 
fam ilia r. Mr. Tanner, we have made spec ial investiga tions of  all of th e officers of 
the  var ious companies and all  the  builders  and  such oth er people as we see in •
order to ga the r information and  now we would like to know fu rth er  if you can 
help us out in pointing out ju st  wh at you would like to have the  Fi rs t Federal  
do in order to come within  your ideas. We can take them one at  a time and you 
can tell  us where in the  Rules  and Regulations th at  the  poin t may be specifi
cally covered. Fi rs t of all is construction lending. As fa r as  we can tell, in 
the  near fu ture  and probably for  qui te a while to come, we are  not  going to do 
any  more construct ion lending because  of many reasons, one of which is that  
the  var ious cities and counties ar e now stopping put ting in str ee ts and sewers, 
etc., and when you buy the  raw  land, you do not  get an increase  in value. Before  
thi s time, they furnished  certain  improvements; they graded the  stre ets and put 
in streets and sewers a t a rela tively  small price. Some countie s did some things  
and some did others. They would make cer tain improvements  whenever you 
assured them th at  you were going to build  a cer tain number of houses. They 
would assure  you that  you would get cer tain  improvements such as water,  gas, 
etc. Some of the  count ies h ave  ceased doing th at  now and you have  the expense 
of improving yourself . Mr. Tanner , can you give us any help on th at  as a rec
ommendation?

Mr. Tanner. Your sta tem ent  th at  you are going to disco ntinue making con
struct ion  loans  seems to cover the  point.

Mr. Gottenstrater. Your suggest ion then is that  we would sta te  th at  for the 
immediate  fu tur e or some time to come we are not going to make any furth er  
construction  loans?  We do not want to go on record  th at  we will never make 
them again.

Mr. Tanner. Let me tell you my position in this.  The Examining Division is 
ent irely sep ara te from the Bank Board.  I do not make the  criticisms—they 
make the  critic isms.

Mr. Gottenstrater. You furni sh the  ground for  the critic isms, though.
Mr. Tanner. Yes. When you asked me if  t his  will clear up supervision’s cr it 

icism, I cannot give the  approva l or say th at  th at  will do i t  It  is up to them  *
to s ta te  it  themselves and accep t w hat  you say as adequate  or  inadequate.

Mr. Gottenstrater. We are  going to get rid  of the proper ty we own a s soon as 
possible in a manner most success ful to the association.  Some we are  going to 
fin ish ; sell som e; maybe have to build on some. The  overall situatio n will net 
a profit. «

Mr. Tanner. I have not finished this cu rre nt examination, but  we will report 
how those  loans are being financed and  on qui te a few of them there is no down- 
payment. In fact, you are adv erti sing nondownpayment on a gre at many of 
them. In  some instances, they are  not even paying service charges or loan clos
ing costs. Mr. West, Jr. , says you can sell a house for  prac tica lly any thing as 
long a s the month ly payments a re not too high.

Judge Hathcock. We have prop erty  th at  we have taken under forec losure  
proceed ings and we are  anxious  to get rid of it as soon as possible. If  a man 
comes along and sees one of these houses he wan ts to buy and his credit rat ing  
is good and  he signs a contract  agreeing to purchase  i t, we simply sell him that  
proper ty and  when he has  paid sufficient on it to reach  the place where this  
association can loan the  money on it, we co nver t i t to a  loan ins tead of  purchase.
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He has purchased and all we have to do to get the property back if we had to 
(he would usually release it if he sees he cannot pay for it ) would be to take 
it back and sell it again. We would simply make a loan if we found someone 
with cash, or he could pay us off and get a loan elsewhere.

Mr. Tanner. You can make a loan up to the value of t he property under your 
present rules. As a salvage operation, you are not limited to 80 percent.

Judge Hathcock. We are not really making a lo an ; we are selling on time. 
Under Georgia law, it is better to sell and take a loan deed because you can 
handle more quickly tha t way. I have been in the business since 1905. The 
practice here is if we get a small payment down and do not think it would 
come strictl y under our terms for making loans, we sell it and let him pay on it. 
until he has paid down to 80 percent.

Mr. Tanner. Tha t is not the way your are handling i t.
Dr. H icks. Is what we are doing, wh at you had in mind?
Mr. Tanner. As fa r as selling the property, yes. Your method of bookkeep

ing of handling is correct.
Judge Hathcock. Could you give us a reference to the par t in the regulations 

where we could find the autho rity to sell at full price without downpayment 
when we own the property?

Mr. Tanner. Yes. I will look i t up for you.
(Note.—Mr. Tann er asked Mr. Vaughan to look up the regulation and he did. 

but Mr. Tanne r did not give Judge Hathcock t he reference.)
Mr. Gottenstrater. The next is apprai sal practices and secondary financing. 

I do not think we are going to have to talk about appra isal practices much as, 
seemingly, there  is this violation th at these gentlemen feel tha t the appra isal 
price shall never exceed the selling price. There are many arguments  fo r it and 
against  it, but I think  tha t is a question of us making a recommendation a s to 
what we feel should be followed.

Judge Hathcock. How in the world are apprai sers to find out or know what 
a fellow might sell a certain piece of property for ?

Mr. Tanner. In f act, it is best not to.
Mr. Gottenstrater. How can we avoid it?
Mr. Tanner. Of course, you won’t let him see the application. You will get 

a separa te form for apprai sal which is not a part  of the application and he will 
not see the application. It  has been the policy, and we have always asked the 
quest ion: “How in your opinion do prevailing sales prices for single-family 
dwellings in the following classifications compare with prices of one year  ago?” 
and up until this examination, one year ago, Mr. West, Jr. , told us he was not 
interested in sales prices.

Mr. Gottenstrater. Where should the sales price be compared? At a later 
time and by whom?

Mr. Tanner. At a later time.
Mr. Gottenstrater. Should we automatica lly cut down apprai sals to selling 

prices if they a re over?
Mr. Tanner. There will be exceptions to the rules, where they are buying 

from relatives, etc., but generally speaking, the better policy of the Loan Com
mittee is to make the loan on the basis of the selling price or the lower of the 
two. The selling price will be on the application fo r a loan.

Mr. Gottenstrater. The 80 percent should not be more than  the selling 
price? There is no regulation, is tha t right? That  is j ust  your interpreta tion?

Mr. Tanner. Tha t is right. The report shows tha t it is prevalent.
Mr. Gottenstrater. The overall picture, according to your own records, shows 

tha t the percentage of loans to purchase price is 7 9.9 percent. Tha t is according 
to your own figures.

Mr. Tanner. On this schedule, the total appra isals is $806 ,000 and tota l pur
chase price is $781,000. My point was tha t the apprai sals are  higher than  the 
purchase price.

Mr. Gottenstrater. The appraisal is a mat ter of opinion tha t it is worth a 
certain  amount.

Mr. Tanner. Your appra iser’s opinion seems to be generally higher than  the 
purchase price. Maybe he is a l ittle  libera l in his  appraisals.

Judge Hathcock. If the party  is selling the house generally at  a lower price 
than the appra isers are appraisin g, then we ought to check up on it.

Mr. Gottenstrater. I do not want my appra iser to be guided by any fea r tha t 
he is above or below t he purchase price.

Mr. Tanner. He should not even know it.
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Mr. Gottenstrater. If he is appraising over, tha t is his honest opinion. I do not think there is too much criticism to be made about our appraisals. If, on the other hand, we have made a practice of lending 80 percent on appraised value instead of cost price, then it should be criticized and corrected.Mr. Tanner. If you knew tha t somebody out of your office was buying a piece of property for, say $10,000, and you have some person go out and appraise the property and he comes back with an appraisal of $12,000 and you want to lend him 50 percent out of your personal funds, which appraisal would you accept?
Mr. Gottenstrater. I would not accept the $12,000 because he did not pay that.  You do not want us to lend more than 80 percent of the purchase price?Mr. Tanner. I will say tha t is the generally accepted rule—the lower of the two. If  your appra iser does not think it is worth what it  is being sold for, you would not want to lend it to him. The main point in this schedule is to show tha t the appraisa ls have been running over the purchase price consistently. •There is nothing in the regulation tha t says anything about 80 percent of sales price but it  is the generally accepted principle.
Mr. Gottenstrater. Why don’t you get it into the regulat ions; you are assuming tha t tha t is the way it  ought to be?Mr. Tanner. I said it is generally accepted by other financial institutions. •Mr. Gottenstrater. You mean other savings and loan associations? Can you name us a couple of cases? Does everybody follow t hat  rule?Mr. Tanner. Generally, tha t is the accepted practice. This institut ion is an exception.
Mr. Gottenstrater. What I am trying to do is eliminate criticism.Mr. Tanner. Apparently your criticism is because of the fact tha t your apprai sals consistently run over the selling price. If  they were more or less even or slightly under conservative appraisa ls, there would not be any crit icism.
Mr. Gottenstrater. In connection with secondary financing, as I understand it, there are two tha t you call secondary financing on construction loans.Mr. Tanner. Mr. Gottenstrater , this report did not contain all of the examples of secondary financing. The objection to it is tha t these people have very litt le equity in that property.
Mr. Gottenstrater. You think it is our duty to see that they have an equity.Mr. Tanner. Yes. You are  making the loan and they should have some equity in the property. Even FHA won’t make it  unless they have some equity.Mr. Gottenstrater. We do not stand to lose on Hawkins because we can go to him for payment. We think these are very good loans.Mr. Tanner. Hawkins, in case of a recession, can let all these go back and live off his other income.
Judge Hathcock. Isn’t it a fact  tha t Hawkins has his profit in the houses and tha t is additional  security?  He is an additional guarantor for our loan and this is to our advantage. Our loan is bet ter secured than if he did not have the second mortgage.
Mr. Tanner. It  is not better secured than if the homeowner had an equity it in.
Judge Hathcock. He could not have his house unless Hawkins had stepped in and helped. •Mr. Tanner. Let me give you this example. I was in. a town examining an association and talked to a man—let’s ca ll him Mr. Clark. He had about $200 down in a house and the builder had the second mortgage. It  was a nice house.We got to talking about the house and how nice it would be to put up a trellis.He said “if it  was my house, I would do a lot of things to it.” I said, what do *you mean; it is your house. He said “you know what I mean—I am going to move off and leave it when I get t ransferre d.”
Judge Hathcock. We benefit in these cases because Hawkins could take the property and resell it.
Mr. Tanner. How can he keep on doing that?Judge Hathcock. He has his own money in the property.Mr. J ohnson. You cannot tell how much of a second mortgage is interest.Most of them include interest until the date paid. They are not like our notes.They normally include it. Hawkins says  his include interest.Mr. Tanner. It  is awfully difficult for us to get information out of this association.
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Judg e Hathcock. We thin k we ar e fo rtu na te to hav e a man like Hawk ins  
prac tica lly guarante ein g our loans becau se we think he is sub stantial. If  the y 
fall  down, he will pay  the  note. We are in the  business  of try ing  to get people 
to be homeow ners and we want to help. Mr. Haw kins  is willing  to build  a house 
and put his profits and additional money in these houses.

Mr. Tanner. What are these  houses wo rth ? What can you get  out and ac
tually sell thes e house s for  w ith a reaso nable  downpay ment?

Mr. Gottenstrater. You cannot sell them because you have to sell to a man  
in that  catego ry of living. They do not have any money. They keep up th ei r 
paym ents but  they  do not have any cash.

Mr. T anner. The house  you a re adv erti sing on th e bullet in boar d in  th e lobby— 
how much can you sell th at  house for on a reas onab le downpay ment? You are 
askin g no downp ayment. Wh at are these  houses worth with  reas onab le down- 
pay men t? Wh at w ill they  sell f or wit h reasonab le downpay ment?

Mr. J ohnson. I do no t know.
Mr. Tanner. I hav e four  ex tra  men on thi s job to get secondary financing on 

West Lumber Company and Home O wners Company. We are  going to have  th at  
problem again becau se we do not know how much is intere st and how much is 
principal. George, Jr. , said  the re was no way to tell from the files a t Fi rs t 
Federal.  They own the  company and they would see th at  they  got the interest 
out of it.

Mr. J ohnson. Who owns the  insurance company?
Mr. Tanner. Home Owners Company has  the  second mort gage  and  also  owns 

the insurance  company. The insurance  policy sh ould show the  second mortgagee.
Mr. Gotten strater. Next is conflict of inte res t. West  Lumber Company 

and Home Owners  Company took over some con struction  loans  in ord er to pro
tec t th ei r interest. Tha t, of course, won’t happ en again unless  we do some 
more cons truction  financing. One is clear ed up which got us all of our money 
back and interest. Th at  was  J. J. O’Connor. We are now closing out  Gordon 
Heights. Th at pa rti cu lar thin g cann ot happen now—only at  some fu tu re  time. 
Do you h ave  any sugge stions  or  an yth ing  in connection w ith th at ?

Mr. Tanner. It  is my und ers tandin g th at  you say it is not  going to  h app en in 
the imme diate  fu tu re  again .

Mr. Gottenstrater. Th at is righ t. I cannot say wh at is going to be done 
in the  nex t few years. I t is being done by other savin gs and  loan assoc iations.

Mr. Tanner. You mean where an officer of a company has taken tit le  to 
pro pe rty ? I do not  know of any other. I believe they  wa nt to know ha s the  
prac tice  been proh ibited.

Mr. Gottenstrater. I thin k so. They hav e a rig ht  a t any time to  pro tec t 
their  own i nte res t. They can foreclose.

Mr. Tanner. I believe one of th ei r objections  to thes e pa rti cu lar loans  was  
the  fact  th at  Wes t Lumber Company and Home Owners Company had  a second 
mortgage  on it.

Mr. Gottenstrater. Do they  objec t to second mortg ages by these  pa rti cu lar 
companies?

Mr. Tanner. The y particu lar ly objec t to second mortg ages of any  rel ate d 
company. The  objec tion is th at  speculative buil ders  should be free and  cle ar— 
they should not have a second mortgage. Wes t Lumber Company took a second 
mortgage  on Harold  K. Clarke loan. From a sound cons truction  lending policy, 
it is speculative  and the re would be a n objecti on whethe r anybody took a second. 
The build er should have  something in it. The  loans  were  bad because  you had  
to take tit le to them. It  is a gen erall y accepted prin cipl e in savin gs and loan  
financing th at  the  owner should  have a reasonab le downpayment or equ ity in 
the  prope rty.

Mr. Gottenstrater. Wh at is a reas ona ble down paym ent?
Mr. Tanner. The re is quite an  agitatio n. I t  has  been suggested by Rep re

sen tative Rain es and  his comm ittee to pro hib it a second mortgage  to be tak en  
on pro per ty they  finance.

Mr. Gottenstrater. As soon as you ins ist  on downpayment,  we will  hav e 
money d ownsta irs we cann ot put  out. We w ill hav e to refu se money. We hav e 
a million dol lars  to put  out each month, approximate ly—maybe more.

Mr. Tanner. The  Bank Boar d wants  you to pu t it  out wisely on good loans. 
You a re  inve sting  the public’s money.

Mr. Gottenstrater. Next  is coercion of borro wers . We presu me th at  you 
got all  of y our inform atio n in connect ion with coercion from  N orwood—Norwood  
or oth er developers. We wen t to work and  said  maybe he mig ht be rig ht; so
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we called in the following builders. We called in E. R. Hawkins and quizzed him very carefully. We called in D. S. Harrin gton and quizzed him very care fully. We called in J. M. Buice, Richard F. Doetsch, Fred G. Fett, Jr., O. L. Turner,  and Ellis M. Creel and quizzed each one carefully. All thei r answers to the questions were approxima tely th e same.
We called in all the officers of these various companies th at you stated and quizzed them. We quizzed all the officers of Fir st Federal and in no case has any one of them stated tha t they said anything  to anybody with the exception tha t salesmen would call on these people jus t like the salesmen of any other company. There are three big building mater ial supply houses in the city of Atlanta. The reason all of these builders do business with West Lumber Company is because of thei r service. If a little  materia l dealer takes an order at a lesser price, he has to go a ll over the city to get up mater ials and it takes a long time for him to get the material to a job. There is not much space for handling materia ls around a job. These gentlemen have stated  they would rath er pay a little more to get this service. They buy from 50 to 70 percent from West Lumber Company and the rest they buy from various people. We know tha t the affidavit made by Norwood is fictitious. In connection with tha t item, we are going to bring forth to their attention the result of all of these quizzes we made. You did not tell us the names of the men who made these statements. If we had known their  names, we would have called them in. What do you think would be your reaction to tha t part icula r thing if you were in our spot at  the minute ?
Mr. Tanner. I have nothing to say on that. I am not saying tha t the people told the  trut h and I am not saying tha t they lied—I jus t let the affidavits speak for themselves. Do you stil l have the clause in your construction contract that  you can stop the loan at any time?
(Mr. Johnson had to leave at  this time and Mr. Hatcher took his place in the meet ing.)
Mr. Hatcher. Yes.
Mr. Tanner. You had a usury suit and in tha t one Norwood contends tha t you continuously threatened to stop advancing funds unless he did certain things. As long as tha t contract was going according to plans and specifications, you would be obligated to make a three million dollar loan if you did not have tha t clause. Your acquisition of real estate has come from construction loans. Practic ally every one of these loans have been criticized for some reason in the examination. Practical ly every loan was criticized when it was first made or shortly thereafter. You have not changed your policy and continue to make similar  loans. It  is not spelled out in your contrac t tha t you have to have a good reason to close ou t a construction loan. Norwood says he quit paying in

terest  because Fi rst  Federal raised the release figure. There should be an agreement in writing and in tha t way you won’t have accusations and suits. Everything was wrong with the Norwood loan from the beginning and this is typical of all the others. The reports and supervisory letter s have been asking you to tighten them up. This and others are results  of not tightening up. You can check the last report. From the beginning you finance the purchase price of the land—in some instances it was the total price—then you sta rt disbursing funds as the work progresses. In your construction loan agreement, there  is the loop hole. You do not reta in cost est imates—what the builder says it is going to cost him. Generally, cost estimates are not reta ined. The statement Mr. West signed was tha t they are taken but not retained. They should be retained. You should have a construction loan agreement where there is no dispute between the two parties. There are quite a few recommended forms. The land should be clear and free of all liens and he should own at least the land. What you are  doing is 100 percent speculative financing. They say so in the supervisory letter. They have no equity in the property—only thei r time. Tha t is why they are in real esta te owned. The association is taking all the risk. If tha t was good lending, the Board would approve a provision whereby the association could go out and buy raw land and build on it. The builders had no equity is the reason you have so much real es tate on hand.
Judge Hathcock. We have gone over with the officers of the company this property of Creel and Hughes and if we are permitted to handle the t ransactions, we feel there will be no loss to the association. We do not think there is any loss to be had  in any of these transactions. It  is my opinion the association will not lose.
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Mr. Tanner. I hope you do not have any loss. You a re merely taking it out 
of one asset and putting i t in another and they are paying so much a month on i t  
You s till have the asset and you may make a profit off of some. You continue 
to make tha t type loan and tha t is why they are  criticizing. They are  coming 
out of developments tha t West Lumber Company and Home Owners had. You 
have continued on those tha t you sta rted  by making add itional loans on them.

Mr. Hatcher. We are  doing the very opposite of our discretionary right. We 
are lending them more. We took another note so he could finish the subdivision.

Mr. Tanner. It  is possible to have avoided Norwood and other troubles. Nor
wood is not the  only one th at is talking. We did not have a complaint from Mr. 
Norwood in 1954.

Mr. Hatcher. Let me summarize. Fir st is the fact  tha t the entire purchase 
price is advanced. The next question is the fact  tha t we reserve the righ t to 
terminate the  advance a t any time.

Mr. Tanner. That  would avoid any dispute over it.
Mr. Gotten strater. I want to bring to your attent ion tha t I have approved 

and thought the internal  control system in and am surprised to find it is not in 
with the exception of the last item where all of our employees use these accounts. 
We do not have alphabet ical accounts and we feel it is much safer for inactive 
savings accounts to not be under the control of two people. The more they are 
under the control of, the less chance there  is.

Mr. Tanner. Tha t is the biggest thing we have objection to. I can only say 
tha t we recommend tha t they do be put under this control. Practically every 
shortage we have ever had involved .these dormant accounts. A certa in account 
might have been in for ten years with no transaction. It  may be up to $5,000 
and if he has not been in in ten years, he may not be in in ten years more. A 
teller may take it, draw a check, and close the account.

Mr. Gotten strater. We will see th at this is done. Do you wish to make any 
fur ther remarks?

Mr. Tanner. No.
Judge Hathcock. We have been unable to find any coercision and if there  has 

been any favoritism, it has been in favor of F irst  Federal in every instance.
Mr. Tanner. I am not saying the re is any favoritism. You have suits against 

you saying there  is favoritism. There is Norwood and Etheridge and Vanne- 
man. You have three  suits against you concerning Home Owners. We have 
quoted l etters from people and statements from people in previous reports sta t
ing th at they were coerced. What percentage do you think Home Owners would 
get without coercion?

Dr. Hicks. Probably 75 to 90 percent.
Judge Hathcock. I would say about 75 percent. Some people buying homes 

do not know anything about insurance. A large number would not object to the 
insurance.

Mr. Tanner. All we can rely on is  complaints. We have had complaints tha t 
there is coercion on insurance.

Mr. Hatcher. We have no contrac tual relation with anybody but the borrower. 
Under Georgia law, if we made a contract with a borrower and entered into a 
separate contract with a purchaser of his house, we would release the borrower. 
We do not want to, under any circumstances, ever be in the position of a con
trac tual relation.

Mr. Tanner. I do not see how you can get any such request if they are  not 
the borrower. You require the mortgagor to select the agent and not the person 
who owns the property subsequently. You can set your standards on insurance 
companies. You have complaints fro ma lot of people and we he ar complaints 
on the stree ts in talking to people we know in asking question about financing 
here, etc. They complain to us. They may not reduce it to writing but they 
complain.

Judge Hathcock. You had  better  write us a let ter to th at effect. It  would be 
a release of the original borrower under Georgia law.

Mr. Tanner. You are spending a lot of money on advert ising to build good
will. You could have a standard form letter like “i t is hereby agreed tha t any
body purchasing this  property would have the right to name the insurance 
agent.” We get a g rea t many complaints aga inst this institution and those who 
complain sure do talk.

Mr. Gottenstrater. We would like to have copies of the affidavits given you 
by borrowers.
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E x h ib it  No. 13.—Min ute s of Special  Meet ing  of Board of D irectors of F irs t
F ederal  Savin gs & Loan Asso cia tio n of Atlan ta , Atla nta, Ga., H eld at th e
Off ic e of th e Asso cia tio n, W ednesday, J un e 17, 1958, at 10 a.m .
(The attached minutes will be found as a par t of the answer to the supervisory lette r accompanying the association’s 1958 examination. A copy is submitted separately in order to emphasize the activity of personal appearances and forcible persuasion by supervisors on the Association’s Board of Directors.)Mr. George W. West, Jr., presided and the following directors were present: Messrs. George W. West, Jr., E. W. Gottens trater, T. O. Hathcock, Thomas J. Hicks, Jr., and A. G. Hendley. Also present by invitation were Mr. John A. Fogarty, President of the Federal Home Loan Bank of Greensboro, Mr. Philip J. Mank, Supervisory Agent, and Mr. Herbert  Johnson, attorney for the association.

Motion was made by Mr. Hendley tha t Mr. Parks and Dr. Miller be excused from the meeting on account of their  absence from the city. Motion seconded and carried.
Mr. West stated tha t the purpose of this special meeting was to afford the directors an opportunity to meet Mr. Fogarty and Mr. Mank and to discuss with them the report of the 1958 examination and audi t of the Federal Home Loan Bank Board. He then called on Mr. Fogarty for anything he had to say to the Board.
Mr. Fogarty expressed his appreciation for the opportunity of meeting the directors and stated tha t he thought it would be well to discuss the recent examination and audi t. He stated that  Mr. Mank had with him the letter written by the Board of Directors on June 6, 1958, and asked Mr. Mank to comment on this. Mr. Mank stated tha t in his letter  to the Board dated May 23, 1958, he had requested tha t the directo rs adopt a resolution regarding self-dealing transactions . There was some discussion regarding the adoption of such a resolution in view of the fact tha t a director or officer might have a slight in terest in a large corporation which could have an in teres t in the real e state  securing a loan. Mr. Fogarty expressed his opinion that  an exception should be made in such a case. The suggested resolution was revised and motion made by Dr. Hicks tha t it be adopted in the following form:
“Be it  resolved tha t the association make no loan on the security of real estate in which any director, officer, employee or attorney of the association has a direct or indirect interest or has had for the past twelve months, or to a purchaser from any corporation in which any such person has an interest in excess of 2 percent, except as expressly permitted by the regulations, or as necessary to salvage the association’s investment in real estate in Meadowcliff Subdivision.”
The next matte r discussed by Mr. Mank was regarding agreements whereby “affiliates” receive the balance of real estate owned after the association recovers its investment cost and interest.  Mr. Mank s tated it was not the intention of the Federal Home Loan Bank Board to disturb any agreement made by the association, but tha t the Board of Directors should adopt a resolution limiting the amount conveyed to a second mortgagee to the amount of the second mortgage and tha t such conveyance be deferred until the association’s first mortgages on the properties on an overall basis are reduced so as not to be in excess of 80 percent of value as appraised at date of acquisition. After discussion, motion was made by Dr. Hicks that the following resolution be adopted :
“Be it resolved, That  agreements with second mortgage holders be limited to the value of their  second mortgages and tha t any conveyance of property be deferred until the date when the association’s first mortgages on the properties on an overall basis are reduced so as not to exceed 80 percent of value as appraised on date of conveyance.” Motion seconded by Judge Hathcock and the resolution unanimously adopted.
Mr. Mank discussed purchases from “affiliates” and called a ttention to the fact tha t his lette r requested that the association adopt a resolution regarding future purchases. Mr. West pointed out tha t the association had obtained bids for building materials used in houses built by the association and tha t these bids were in the  files. The following resolution was submitted by Mr. Gottenstrate r and unanimously adopted:
“Be i t resolved, That the purchase of materials for completing construction on real estate  owned by the association be made on the basis of competitive bids, except when very small amounts of mate rials are  involved.”
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In regard to the  matter of liquidity, Mr. Mank s tated tha t it was his under
standing that  the association is now maintaining daily records to prevent liquidity 
from falling below 6 percent. The president replied tha t this was being done.

Mr. West asked Mr. Mank if  he did not have a copy of the internal  control 
procedure the association is now using on dormant accounts and also if the pro
cedure was satisfactory. Mr. Mank replied in the affirmative but stated that 
recommendations for changes would probably be made from time to time as 
improved methods are devised.

Mr. Fogarty reviewed the record of loans made by the association during the 
year covered by the examination and stated tha t the number of homes financed 
with 100 percent or more financing (including second mortgages) was excessive 
and tha t these loans would require very careful supervision dur ing the next  few 
years. He refer red to these loans as “marginal” and stressed the fac t tha t a 
great  deal of effective management would be necessary in order to get the associ
ation’s loan portfolio down from this marginal condition. Mr. Fogar ty recom
mended th at the association endeavor to build up its reserves more than it would 
ordinari ly do and watch these marginal loans more carefully than other loans. 
He suggested that these borrowers might be encouraged to prepay the ir loans; 
also tha t the  association might explore the possibility of selling some of the loans.

Mr. West called attent ion to the fact  tha t interest was probably included in 
the amount of the second mortgages as reported by the examiners which made 
the second mortgages appear much larger than they really were.

Mr. Fogarty discussed the  mat ter of real estate owned and stated  that  the 
association had been going beyond the normal operation of an association in 
building on vacant property. It  was his recommendation tha t the association 
realize whatever profit it could on the land instead of building on it.

The question of dividend rat e was discussed and Mr. Fogarty  remarked  tha t 
he realized the association was committed to pay a dividend at the rate of 4 
percent per annum for the first six months of 1958 but tha t the rate  should be 
reduced as soon as  possible.

Mr. Fogarty expressed his opinion tha t the association had been depending 
too much on construction loans for its income and tha t it s lending program should 
be rounded out.

The next order of business was a report by Mr. Hendley of the special com
mittee to submit names for possible directors. Mr. Hendley read character, 
credit, and financial reports of the four men whose names were submitted at the 
last meeting, namely, Messrs. Peter  J . Stelling, Fred B. Moore, L. L. Austin, and 
Herman W. Lay. All of these reports were favorable. After discussion of these 
gentleman and the number to be elected at this time, motion was made by Mr. 
Gottenstrate r tha t the Board elect three of these four named to serve until  the 
next annual meeting of the members and th at voting be by secret ballot. Motion 
seconded by Dr. Hicks and votes were cast. A ta lly of votes by the secretary  
showed that  Messrs. Peter J. Stelling, Fred B. Moore, and Herman W. Lay were 
elected and Mr. Hendley was asked to notify each of them and invite them to 
attend  the next  meeting of the Board.

Inasmuch as there was no fur the r business to be transacted, motion was made 
by Mr. Gottenstrater tha t the meeting adjourn. Motion seconded and carried.

I certify that the above is a true  and correct  copy of the minutes of special 
meeting of Board of Directors of First Federal Savings and Loan Association of 
Atlanta held at  the office of the association on Wednesday, June 17, 1958, at 
10 a.m. Lud ie  Cor nw ell,

Secretary, Fir st Federal Savings and Loan Association of A tlanta .
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Exhibit No. 14.—Correspondence Between the Federal Home Loan BankBoard, Washington, D.C., and First Federal Savings & Loan Association of Atlanta, Atlanta, Ga., and Other Material Relative to the Examination and Audit of the Association as of January 22, 1960
Federal Home Loan Bank Board,

Office of Supervisory Agent, 
Greensboro, N.C., Apr il IS, 1960.Board of D irectors,

Fir st Federal Savings and Loan Assoc iation of Atla nta,Atla nta , Ga.
Gentleman : We enclose the report of examination and audit  of your association made as of Janu ary 22, 1960, by the Division of Examinations of the Federal  Home Loan Bank Board. We request tha t you carefully  review the entire report.
It  is noted tha t the association has continued to grant loans to borrowers with little  or no equity in the loan security. The 51 loans, listed on page 19 of the report show that the total amount of mortgage indebtedness exceeds both the purchase price and the value assigned by the association’s appraisers. We believe tha t you will wish to review your policies in this regard so that  in the future each borrower will have a sufficient equity in the mortgage security to assure his continuing interest in the integri ty of his obligation. Please advise us of the changes tha t you make.
Please review the examiner’s comments regarding the association’s construction loan procedure (Comments 1-d and 1-e). It  is our opinion tha t your operating  policy on construction loans should be reviewed periodically to determine tha t the best possible protection is afforded to both the borrower and to the association at all times. We recommend for your consideration items 1, 2, 3, 6, and 8 which if strengthened would materially improve your construction loan procedure. Please advise us of any change which will be made.Loan No. 13344 granted for the purpose of developing acreage into lots for residential usage does not in many respects comply with the regulations governing this type lending. Please inform us tha t this loan now fully complies with Section 545.6-14 of the Federal Regulation or tha t it has been removed withou t loss from the asse ts of the association.
We are confident that  your review of the  practice of paying a bonus to directors who are not full-time salaried employees will lead you to the same conclusions as ours, tha t for directors to vote themselves a portion of the profits realized from funds entrus ted to them is subject to misinterpretation and should not be done. We are equally confident that you will inform us tha t this practice will be discontinued.
After you have considered the report and this lette r and have taken such action as is required, please send us two certified copies of excerpts from your minutes setting forth the action taken on each point discussed. All correspondence referring to the supervisory lette r should be submitted in duplicate also.

Sincerely yours,
Philip J . Mank, 

Supervisory  Agent.
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FURTHER EXCERPTS FROM TH E REPORT OF EXAMINATIO N AND AUDIT OF THE  
ASSOCIATION

c. Commission f or  loans
Since the las t report, $9,776.50 was disbursed as commissions for 52 loans 

totaling $985,150.00. The commissions were paid at a rate of 1 percent except 
for one commission for $75 a t a rate of % of 1 percent. No commissions have 
been paid since June 3, 1959.
d. Construction loan policies and procedures

When the construct ion loan policies and procedures were discussed with  Presi 
dent West, he requested tha t loan officers, the appraiser, and Attorney Johnson 
be present. A review of the policies and procedures revealed:

(1) Cost breakdown estimates usually are not obtained from the builder. 
Only for 5 of the 28 larger speculative loans were cost estimates obtained. 
President West stated tha t the estimates were obtained and suggested to 
the examiner tha t he ask Appraiser Heckman to furnish them. Heckman 
agreed tha t the estimates usually are not obtained.

The cost of undeveloped lots and acreage is not obtained even though a 
space for i t i s on the application form.

In 1958 the board of directo rs stated to the supervisory agent that  the 
association would not knowingly make any construction loans where the 
builder does not have an investment in the property of at least 20 percent 
of the cost. Without cost estimates it is impossible to determine if this 
policy is always followed.

Attorney Johnson stated  tha t the 20 percent investment of the  builder 
did not mean tha t he had to invest his own funds but tha t the 20 percent 
could be in the form of second mortgages. The association does not de
termine the source of the builders’ 20 percent investment. In fac t the dol
lar  amount of the 20 percent cannot usually be determined from the  records 
of the association.

Subsequent comments show tha t some builders have no equity in the 
properties.

(2) The extent  and terms of secondary financing is not determined.
(3) Construction loan agreements are not obtained.
It  appears tha t the association relies primarily on the following paragraph  

of the loan settlement sheet in order to control disbursements:
“We agree tha t the sum listed as being held for construct ion and in

spections by the association shall be paid out only afte r inspection and 
approval by a representative of the association. The Fir st Federal,  in its 
discretion, may use the proceeds of this loan to pay any bills for  labor, 
materia ls, taxes and assessments on the property securing this  loan or to 
reduce the principal of the  note.”

It  was noted tha t the association can cancel the loan at  its discretion 
During the previous examinations builders stated that this provision was 
held as a threat  over them in order to force them to buy mate rials  and 
insurance from certain firms.

There is no agreed upon payout schedule.
(4) A dated and signed photograph which has been sworn to or a no- 

work affidavit are  not obtained after filing the mortgage. An initialed report 
dated prior to the filing of the mortgage is made by the appraiser.

(5) Borrowers are not required to deposit with the association the dif
ference between cost and loan proceeds.

(6) 'A signed agreement stating the amount required to be paid for indi
vidual lots to be released from blanket mortgages is not obtained.

In the Norwood usury suit, Norwood contended tha t one of the basic 
problems he encountered was tha t the association frequently raised the 
release amounts.

Below the appraisal report, which is on the back of the application  form, 
is a penciled notation, made by association personnel, that states a release 
figure.

(7) Completion bonds a re not required.
(8) Borrowers are not required to invest their  funds first. For  instance, 

if 20 percent of the  improvements are complete, then 20 percent of the loan 
is disbursed. It is impossible, without cost estimates, to determine if the 
association has on hand sufficient funds from the loan proceeds to complete 
construction.
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(9) Disbursements a re  not made d irectly to subcontrac tors.(10) Paid  bil ls a re  not requi red.(11) Releases of liens are not obtained from subc ontractors and materialm en when each phase  of th e work is completed.Attorney Johnson sta ted  th at  due to the  Sta te lien law it was not necessa ry  to comply with items 9, 10 and 11 in ord er to pro tec t the assoc iation’s mortgage .
e. Exa mples of construct ion loans

On Jul y 24, 1959 loan No. 13549 for $264,000 was made to J. W. Long (one  of the  ma jor  borrowers) to build  30 dwellings appraised fo r:Dwellings (30x$9 ,500 )_________________________________________ $285,000Land (30X$l,500)____________________________________________  45,000
Total  (30X$H,000)_______________________________________ 330,000As pa rt  of the  purchase pri ce  of the  lots  from Pelfrey, Long gave a $20,000 mortgage  to Canady. The purcha se money mortgage was subordina ted to the  association’s and it is due in 2 years . Lots may be released for $666.67 each.Long furnished cost est imates as fol low s:

P la n  N o. 1 P la n  N o. 2
T o t a l . . . .................... . ........................... . ......... ......... ............. ......... $11 ,028.50 $10 ,688.36In it ia l co st  o f l o t (m em o) .................................................. . ............................................. (1 ,30 0.00)

110.00
370.00
325.00
12.50
20.00

600.00

(1,30 0.00)

100.00
350.00
300.00
12.20
20.00

575.00

Le ss:
Loan  co m m it m en t fees_______________________  . . .  .In te re s t on  co nst ru c tion  l o a n s________________  . . . ___Loan  br ok er ag e____ ________________________ _______ _ . _R ev enue s ta m p s .. ____ ______ _________________________________  .T a x  p ro ra ti o n .’_________________________________________________Sa les  co m m is si on s______________________________  .

T o ta l............ ....... ......... ..................... ................. 1,4 37 .60 1,3 57 .20T o ta l co st  of d w el ling s_______________ ____ ___ _ 9,591.0 0 9,3 31 .16

Sum mary
( 7 X $9,591.00)--------------------------------------------------------------------  $67,137.00(23 X $9,331.16)-------------------------------------------------------------------- 214, 616. 68

Total________________________________________________  281, 753. 68Total fina ncin g:
Fi rs t mortgage-------------------------------------------------------------- 264, 000. 00Less loan cost (at torney fee $1,390.00)____________________ 1,548 .50

Net 1st mortgage_____________________________________ 262,451. 502d mortgage___________________________________________  20, 000. 00
Total________________________________________________  282, 451. 50Less tot al cost_____________________________________________  281, 753. 68
Excess loan over cost__________________________________  697. 82Rat io ns : 

PercentTotal 1st mortgage to total  cost --------------------------------------------------  93. 7Net 1st mortgage to tota l cost__________________________________ 93. 1Tota l mortgages to tot al cos t__________________________________  100. 8
While discussing thi s loan  wi th the  examiner, Pre sident  West  st at ed :1. “We are  not concerned wi th the  cost. We make our  loan on 80 percent of the  app rais ed value in accordance with  the  regulations. There is no regu lation saying you have  to base your loan on 80 percent o f cost.”2. “We do not care whether Long has  any equity in the  property  or not. We know th at  somebody, maybe a t least 20 people, has a t least 20 percent equity  based on t he  appra ised  value.”
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On November 12, 1959, Loan No. 13961 for $78,000 was made to Jenniso n and 

Angevine to construc t 10 dwellings on 10 lots. The apprais ed value was:

Land______________________________________________________ $22 ,500

Dwellings___________________________________________________ 88, 500

Total__________________________________________________ 111, 000

The cost estimates submitted by th e mortgagor were summarized a s :

Estimated cost of improvements_________________________________ $84, 830

Cost of land________________________________________________  16, 000

Total________________

Amount financed:
2d mortgage for land ________
1st mortgage________________
3d mortgage to prefab company.

Total_________________
Less total cost of dwellings-------

100, 830

$13 ,00 0
78, 000
14, 000

105 ,000
100 ,830

Excess financing over cost________________________________  4,1 70

Appraiser Beckman s tated  tha t there were no other costs involved in develop

ing the lots as sewers, curbing, etc., were already in when the mortgagors pur

chased them.

/. Directors’ interest in loans made
Attention is directed to the answers to questions 5a and 5b of the manager’s 

questionnaire which was signed by President West.
On January 15, 1960, loan No. 13751 for $100,000 was made to Contemporary 

Homes, Inc. (Fr ed Fett,  Jr., president, is one of the major borrowers of the 

association.) President West approved the loan prior to approval by the execu

tive committee or board of directors. The corporate minutes do not show th at 

President West revealed his interest in the lots. The purpose of the loan was 

to construct 10 dwellings on 10 lots a ppraised as follow s:

Dwellings__________________________________________________$111, 500

Lots______________________________________________________  20. 000

Total________________________________________________  131, 500

There were no cost est imates obtained from the mortgagor.

Only loan costs tot aling  $638.25 had been disbursed as of the examination date. 

Seven of the ten lots were purchased from West Lumber Company in which 

President West owns 13.47 percent of th e tota l outs tanding stock.

The loan application  was dated December 16, 1959. The deed to the mort

gagor was dated December 13, 1959, but it was not filed for record until  Jan u

ary 18, 1960, the date  of recording the association’s mortgage. Revenue s tamps 

of $13.75 indicate a sales price of $12,500.
The other three  lots were purchased by the mortgagor from Oliver G. Rain

water, then and now a salesman for West Lumber Company. The deed to the 

mortgagor was dated  Janu ary  15, 1960, and it was filed for record on Jan uar y 

18, 1960, along with the other deed and the association’s mortgage. Stamps of 

$5.75 on the deed indicate a sales price of $5,225 for t he three lots.

There were no recorded second mortgages from the mortgagor to the sellers of 

the lots. Appraiser Hackman stated tha t the lots were fully developed as to 

sewers, paving, curbing, etc., when they were purchased. Although stamps on 

the deeds indicate a purchase price totaling $17,725 they were apprais ed for  

$20,000.
It is a policy of the association not to ask the purchase price of the lots  or 

acreage.

g. Development loan
On January 8, 1960, loan No. 13244 for $48,300 was made to Fet t Land Com

pany (Incorporated), Fred Fett, Jr.,  President. Fet t also signed the note as 

an individual. The principal balance is due on or before Januar y 7. 1961. In-
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ter est  a t 8 perc ent is payable month ly. The note  provided th at  the  indeb tedness was $1,050 on each of  46 lots.
Fet t is a builder-developer who has  borrowed frequent ly from  the  association. Purpose of the  loan was to develop 17 acr es into  46 re sident ial lots.The only app raisal  rep ort  per tain ing  to thi s loan was dated December 17, 1959. This  report sta ted  th at  the  va luat ion of the  lo ts was $80,500 ( 46X $1,750).
The  basis of  valu ation was :

Cost of land (46X$630)________________________________________ $28,980Cost of development (46 x$700)_________________________________  32,200
Total cost (46X$l,33 0)___________________________________  61,180Add:  Estimated profit (46x$420)________________________________  19,320
Tota l appraised value_____________________________________ 80, 500

The app raisal  report contained the following  n ot e: “Es timated  cost to develop [sic] 46 lots f rom 17 acres  to include sewer, water , gas, elec., drainage, curb, and paving, to run  appro. $700 per lot. This  added with a par  lot cost of $630+  will equal $1,330 leaving an estim ated  profi t of $420 each. However the  profit will probable  [sic] be higher do [sic] to bids and amt. to be done.”There was no breakdown of the  $32,200 development  cost obtained.Upon closing the  loan on Janu ary 8, 1960, the  following disbu rsements were made:
Attorney fee--------------------------------------------------------------------------  $312. 50Approva l of cons truct ion plans and  inspection of 46 lots at  $5 each(income to the ass oci ation)__________________________________  230.00Record ing charges______________________________________________  4. 50No-work inspection_____________________________________________  5. 00

Tota l loan cost_________________________________________  552. 00Nor thsid e Investment Company (“money advanced for survey” ) (su rvey dated Jun e 1, 1959, in file)______________ i________________  1, 235. 00Life Insura nce  Company of Georgia (“60 pe rcen t of cost of land ”) ___  17, 400. 00
Tota l disbursement_____________________________________ 19,187. 0060 percent of cost of land_____________________________________  17, 400. 00
Overdisbursem ent______________________________________  1, 787. 00

As of the  examination date no o the r disbursements had been made.(1) The security ins trument does not require  development to be commenced not more t han  nine months af te r date and  does not provide  that  the loan be in  d efault in the even t development has  not commenced on or before the  expirat ion of nine  months.
(2) The mortgagor sta ted  on the  reg ula r appl ication form that  the land was purchased for $29,000. No certific ate was  obtained from the  mortgagor sta tin g t he  cost of the land.
(3) The app licant corp orat ion did not furnish a stat ement  showing the name and addresse s of each and  every person who has  an inte res t in o r is an officer in the corp orat ion and the  natur e and exten t of the  int ere st of each. 

* * * * * * *
The case has  come onto the  calend ar several times for tri al  on our  renewed demurrers, but  the atto rney for  the  plaintiff  does not seem anxious to push the case and has  had i t removed from the  calendar in each instance.
Dan Aus tin,  Jr., v. Fir st Federal Savings and Loan Assoc iation of Atlanta,  Oeorge W. West, Joh n M. Sena, and Dick Doetsch
This  su it seeks damages in the  amount of $20,000 for alleged flooding of the plaintif f's prop erty  caused by grading of the property  of the Association. When the peti tion  was init ially heard, the  Court  sustaine d our  general dem urrers  on beha lf of both the Association and Mr. West.
Following th e su staining of our general demurre rs the plain tiff amended within the time allowed and we have renewed our demurrers. Whether our  renewed dem urre rs are sustaine d or  overruled,  we do no t contemplate any loss in this su it.
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Dan Austin, Jr.,  v. First Federa l Savings and Loan Association of Atlanta, 

John M. Sena, George W. West, and Mar-Lee Builders, Inc.

The general demurrer of First  Federal in this case was  sustained by the Court 

and this litigation  is now terminated. . .
All other litigatio n in which Fir st Federal is a party  is litigatio n in which 

First Federal is a nominal p arty only due to the f act tha t i t holds money claimed 

by one or more parti es or it holds a deed to secure debt covering property sought 

to be condemned by a governmental body.

7.  BO NU S TO DIRECTORS

On December 10, 1959, the board of directors approved a l-perce nt bonus to 

directors and employees. The bonus to directors totaled $506.33 for amounts 

varying from $7.79 to $123.64.

8.  IN TE RN AL  CONTROL

A review of the association’s system of internal control revealed the follow ing:
a. A permanen t record of cash balanced at the end of each working day 

is not made by each teller.
b. Approximately 50 savings passbooks are held at the main office and 

25 savings passbooks a re held at the Sandy Springs Branch Office. These 

passbooks are available to tellers.
c. Dual control of mail receipts is not maintained.
d. The person posting the general ledger has a $450 working fund used 

for miscellaneous cash disbursements.

May  11, 1960.

Mr. Philip  J. Mank,
Supervisory Agent, F edera l Home Loan Bank Board,
Greensboro, N.C.

Dear Mr. Mank : We are enclosing two certified copies of excerpts from 

minutes of meeting of Board of Directors of this Association held on May 5, 1960.

Yours very truly,
Mildred Pendergrass, Vice Presiden t.

“The President state d tha t he had received from the Federal Home Loan 

Bank Board the re port  of examination and audit  made as of the close of business 

January 22, 1960, and a letter  dated April 13, 1960, from Mr. Philip J. Mank, 

Supervisory Agent, addressed to the Board of Directors. The lette r was read 

to the Board and each paragraph discussed. Motion was made by Mr. Moore 

tha t a special committee be appointed to study the Supervisory Agent’s letter 

and examination and audit and report to the Board at  the next meeting, the 

special committee to be composed of Messrs. A. G. Hendley, E. W. G ottenstrater,  

Fred B. Moore, and Dr. Thomas J. Hicks, Jr. Motion seconded and carrie d.”

I, Ludie Cornwell, Secretary and Treasurer  of Fir st Federal Savings and 

Loan Association of Atlanta, certify tha t the above is a true and correct copy 

of excerpt  from the minutes of meeting of Board of Directors of th e Association 

held on May 5, 1960.
Ludie Cornwell ,

Secretary  and Treasurer ,
Fir st Federa l Savings and Loan Association of Atlanta.

May 11, 1960.

R eport of Meetin g of Spec ial  Com mittee  of th e  Board of D irectors of F ir st

F ederal Savings  and  Loan Asso cia tio n of Atlan ta , H eld at th e  Off ic e of 
th e Asso cia tio n, on W ednesday, J un e 1, 1960, at 2 :3 0 P.M.

All members were present; namely, Messrs. A. G. Hendley, E. W, Gotten

stra ter,  Fred B. Moore, and Dr. Thomas J. Hicks. Due to his attend ance at  a 

funeral, Mr. Moore arrived late. By invitation, the following also attended this 

Meeting: Messrs. George W. West, Jr ., Harold Random, Maurice Heckman, and 

the Association’s General Counsel, Mr. Herbert Johnson.
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Mr. West stated that, in the absence of Mrs. Pendergrass, he had asked his secretary, Mrs. Travis, to act as secretary  to the Committee, and tha t she had with her the 1960 audit  file, and certain other materia l which he had prepared, in order to put  the i tems covered in the Supervisory Le tter before each member of the Committee. He fur the r stated tha t this mater ial included comments prepared by the Loan Officer, Mr. Random, and certain forms which were now in use, which Mr. Heckman, our  Chief Appraiser, had designed, and all of this was reviewed, and approved by, the General Counsel. He suggested tha t the Committee might like to elect a Chairman, whereupon, on motion made by Mr.Hendley, seconded by Dr. Hicks, and carried, Mr. Gottenstrate r was elected.The Chairman reread  to the Committee the Supervisory Letter, which accompanied the examination of January 22, 1960. He then suggested tha t the Committee take up each paragraph separately, as each one seemed to relate  to a different subject.
The first Supervisory matter, contained in the second paragraph, “* * * *loans to borrowers with littl e or no equity in the loan security.”, is contained in the second paragraph, on page 17, Fir st Mortgage Loans, under section b.,“Secondary Financing”. Each member of the Committee was furnished a copy of this. Mr. West stated  tha t this is not a loan tha t was made since the last  examination, stating, further,  tha t this same loan had been continuing for •three and one-half years. The borrower is not the individual ultimate  owner, but the builder-developer, whose name is Mr. Hawkins, or his son-in-law, Mr.Bates. After some discussion by the  Committee, it was agreed that this criticism was not a valid one, possibly due to a misunderstanding of the examiners, and Mr. Johnson was asked to w rite a suitable answer to this.The Chairman next read to the Committee paragraph three, and pointed out to them tha t they had copies before them of the report, which discussed this matter, and, also, the answers, as Mr. West had stated earlier. Mr. West, along with Mr. Random and Mr. Heckman, explained each paragraph to the Committee, and thei r action tha t was taken within twenty-four hours after the examiners left  the Association in January.  He furth er explained to the  Committee tha t the Loan Officer, Appraiser, the Operations Officer, and the General Counsel, along with him, had spent several hours with the Chief Examiner and one of his assis tants  the night before they left, going over each of these items, and reminded the Committee that he had reported a t the February Board Meeting to the entire  Board of Directors this fact, and showed them the forms which were being used. Mr. Johnson stated  tha t he believed this would satisfy  the ir criticism of the general items, and that, actually, all tha t it accomplished was bringing together on one form several items which the Association had in its construction loan files, in different places.After a great deal of discussion of each of these subparagraphs, the following recommendations were approved by the Committee, and it is recommended tha t they be incorporated in answer to the Supervisory Let ter:2.d .(l)  A detailed cost breakdown is now obtained covering each construction loan on a special form used by the Association.The cost of undeveloped lots and acreage is now obtained in every case.This information is contained in a “Construction Loan Agreement.”The Association requires a builder to have a 20-percent investment in the property but does not attem pt to control the exact nature of the ‘investment.

2.d.(2) The Association feels tha t it should not control the natu re or extent of secondary financing on the par t of the builder and tha t his investment could be in various  forms other than cash.2.d.(3) The Association has now consolidated all information requested ■from builder into one “construction loan agreement”, and this is being used for every construction loan.
A payout schedule is now included in the “Construction Loan Agreement”.

2.d.(6) A signed agreement covering the amount required for release of individual lots is now included as par t of our “Construction Loan Agreement”.
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2.d. (8) We are now showing in clearer  detail on the back of our draw- 
sheet, figures to indica te at all times the amount of the borrower’s invest
ment. The Board of Directors does not feel it should adopt a policy of 
always requiring our borrowers to invest thei r funds first. The Associa
tion complies with the Board’s regulations by lending no more than 80 per
cent of the value of the property a t any parti cula r time.

The next item was identified by the Chairman as 2.e.l, entitled, “Examples 
of Construction Loans”. This was explained by Mr. Heckman, and, aft er a 
detailed discussion, the following answer  to this was recommended:

We have discussed these comments with our appraisers. They stat e 
tha t certain items which your examiners deducted from the cost estimate 
are proper matters to be computed in costs. These a re : interest on con
struction loans, revenue stamps, tax proration and sales commissions. 
We a re inclined to agree with them. However, in this part icular case Mr. 
Long did not include on his cost estimate any items for overhead or super
vision. Since he devotes his full time to supervision and since he has 
other expenses such as warehouse charges, truck  and automobile operation, 
use of casual labor, a f air  charge fo r thi s would be 15 percent, which would 
make the  cost est imate about the same as his original computation.

The Chairman then read paragraph four of the Letter, which referred to 
the development loan #13244, made to Fred G. Fett.  Mr. Johnson and Mr. 
West stated  to the Committee tha t this was the first loan of its kind made 
under the new regulat ion for lot development, tha t this was a mistake, which 
was remedied immediately afte r it was brought to the Association’s atten tion 
by the examiners, and it was no loss from the assets of the Association. The 
Committee generally agreed tha t this statement should be incorporated in 
the answer to the Supervisory Letter.

The next paragraph referred to “* * * paying a bonus to directors  who are  
not full-time salaried employees * * *”. After discussing this matter, it was the 
consensus of the Committee tha t the answer to this question should be “that 
the Board be advised tha t the Association will abide by their  decision, but it 
does not agree with the Board’s authority to render same”.

Mr. West explained that there are two matter s in the examination, which 
are not commented on in the Supervisory Letter, and he would like for this 
Committee to be aware  of them. One is a reference to his ownership in the 
West Lumber Company, as referred to in the examiner’s comment on a con
struction loan, made to Contemporary Homes, Inc., who is Fred G. Fet t, wherein 
he purchased some lots from the West Lumber Company. The examiners  
sta ted: “The corporate minutes do not show tha t President West revealed his 
interest in the lots.” He further  stated tha t he had reported this to the Ex
ecutive Committee at the time, and tha t Mr. Johnson had said he saw no 
reason why this loan should not be made. Mr. Gottenstrater and Mr. Hendley 
stated  tha t they remembered this  to be the case.

The other item was the comment on Internal Control, which Mr. West read 
to the Committee, and stated tha t all of these were now being complied with, 
except Item Number c, which the Association intended to put into effect when 
it receives its microfilming equipment.

After a general discussion of the report, the Committee asked President 
West and the General Counsel, Mr. Johnson to prepare  a letter for presen tation 
to the Board of Directors  at thei r next meeting, incorporating this Committee’s 
findings and suggested answers.

There being no fur the r business to come before the Meeting, the Meeting 
was adjourned. E. W. Gottenstrater, 

Chairman of Committee.
Kathleen M. Travis,

Secretary to Committee.
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CONSTRUCTION LOAN AGREEMENT

Th e f o ll o w in g  C o n s t r u c t io n  Loa n A gre em en t i s  e n t e r e d - i n t o 't h i s

da t®  _________ ____ ______________  b e tw ee n  F i r s t  F e d e r a l  S a v in g s  and  Loa n

A s s o c i a t i o n  o f  A t l a n t a ,  h e r e i n a f t e r  c a l l e d  th e  A s s o c i a t i o n ,  and

_ ____________________________ _____________ h e r e i n a f t e r  c a l l e d  th e  (b o r ro w e r )

and  a l l  s t a t e m e n ts  made i n  t h i s  a p p l i c a t i o n  a r e  made to  in d u c e  th e  

A s s o c i a t i o n  t o  mak e a  l o a n .

1 .  Th e (b o r ro w e r )  a g r e e s  t h a t  w or k on  h o u se s  and  l o t s  w i l l  be  p e rf o rm ed  
a c c o rd in g  to  th e  p l a n s ,  s o e c i f i c a t i o n s  and  c o s t  e s t i m a te  s u b m it te d  
w it h  t h i s  a p p l i c a t i o n  a n d  a n y  a l t e r a t i o n s  o r  c h an g e s  m ust  be  a p p ro v e d  
by  th e  u n d e rs ig n e d  p a r t i e s .

2 .  I t  i s  e s t im a te d  th e  c o s t  o f  c o n s t r u c t i o n  w i l l  be  4? p e r  l o t ,
______________ _____________ n e r  h o u s e .

3 .  I t  i s  a g re e d  no  w ork  w i l l  be  s t a r t e d  o r  m a te r i a l s  d e l i v e r e d  on  th e  
s u b j e c t  p r o p e r ty  u n t i l  n o t i f i e d  by  th e  A s s o c i a t i o n .

L . C o n s t r u c t io n  w i l l  be  c o m p le te d  on  o r  b e f o r e  .

5 .  A re p re s e n ta t iv e *  o f  t h e  A s s o c ia t io n  may  e n t e r ’th e  n re m is e s  t o  mak e 
i n s n e c t i o n s  a t  a n y  ti m e  u n t i l  t h i s  lo a n  i s  p a id .

6 .  F unds a r e  t o  be  d i s b u r s e d  t o  th e  b o r r o w e r , o r  h i s  a u th o r iz e d  
r e p r e s e n t a t i v e  a c c o r d in g  t o  a p r e a r r a n g e d  s c h e d u le  o r  a s  i n d i c a t e d
on  th e  C o n s t r u c t io n  L oan  I n s n e c t i o n  S h e e t f u r n i s h e d  by  th e  A s s o c i a t i o n ,  
an d  o n ly  a f t e r  a p p r o v a l  b y  th e  A s s o c i a t i o n .

7 .  Th e A s s o c ia t io n  r e s e r v e s  th e  r i g h t  t o  w it h h o ld  a n y  e r  a l l  fu n d s  u n t i l  
w ork  h a s  b e e n  a p n ro v e d  b y  th e  A s s o c i a t i o n .

8 .  W he re  t h i s  a g re e m e n t c o v e r s  more th a n  «ne l o t  t h e  am ou nt  a g re e d  upon
f o r  r e l e a s e  by  Q u it  C la im  Dee d s h a l l  be p e r  l o t
and  im p ro v em e n ts .

Th e ab ove does  n o t  a l t e r ,  change  o r  m o d if y  an y o f  th e  o th e r  a g re e m e n ts  

c o n ta in e d  in  th e  v a r io u s  in s t r u m e n ts  p e r t a i n i n g  t o  t h i s  l o a n .

B y ________________________________________

FI RS T FEDERAL SAVINGS AND LOAN 
ASSOCIATION OF ATLANTA 

B y ________________________________________

I  h e re b y  c e r t i f y  t h a t  th e  c o s t  o f  th e  la n d  o r  l o t s  i n  c o n n e c ti o n  w i th  t h i s  c o n s t r u c t i o n  lo a n  i s  .

I  c e r t i f y  t h a t  a t  th e  t i n e  o f  th e  f i r s t  a d v an c e  I  w i l l  hav e 
*.____  _______ ________________ in v e s t e d  i n  th e  p r o p e r t y .

B y _____________  ________________________
( S o r ro w e r)

G o n str u c + .i o n  Loa n A gre em en t 
FF -JA dm  50 8

74890 o  - Pt.  3 -2 1
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FIRST FEDERAL SAVINGS AND LOAN ASSOCIATION OF ATLANTA 

COST ESTIMATE

LOT 1. P l a n s ------------- --------------------- ------------------------------  -----------------—
PREPARATION 2.  S u rv e y s---------------- ---------------------------------------------  --------------------

3 . Pe rm its  and Water Tap - - - - - - - - - - - - - -  -------- -----------
h.  C le a r in g ------------------------- -------------------------------- "  —-----------------
5.  H a u li n g -------------------------------------------------- ------------------ -
6.  Pr ep ar in g Job S it e  (Inc lu de s B at te r Boards) — -  -  .------- ------------
7. E x c a v a t in g --------------------------------------------------------  ——----------------
8.  Rough G ra d in g  ---------------------------- --- “  — —--------------
9.  --------------------------------- --------------------------------------------------------------------

10 .  ----  -  - --------------------------------------------------------------

HOUSE 11 . Fo unda tio n and Fo ot ing  -  - -  - -  - -  -  - ---------------------- .----------
CONST. 12 . Chimneys and F ir eo la ce  -------------------------  ------- ------------

13 . Brick  and L ay in g ---- ---------------------“ ------ --------------------
l li . Cement W or k---------- ---------- --------------------- -------------■——
15 . Ir on  W or k---- -- --------- ---------------------  ------- ------------
16 . Wrought Ir on  and R a il s -  - -  - -  -  -  -  -  - ------------------- -------
1 7 . F ra m in g Ma e r i a l -------- ----------------- -------- ---  "  “  - ------------------ •*—
18 . Mi llw ork  O'm dow s, Doors, S ta ir s , Cab inet s)  -  -  -  -------- -----------
19 . Car pe nt er  Labor (Fra ming) -------------------  -------------  --------------- ----
20 . Car oe nt er  Labor (F in is h) -  - -  - -  - -  - -  - -  -  ------------ -------

• 21 . Common Labor -  - -  - -  - - - - - -  -  -  - -  - -  - -  . —
22. Plu m bin g------------- ----------------------------------------------- —— — -----
23. -------------------------------- ------------------ ------------------  ----- ------------
2h.  ~ ------------- ---------------- ----------------------------------
2$ . Sewer Con nec tion or Se pt ic  Tanks (Labor  St M at er ia ls ) - ------------ -----
26 Dr ain T il es  - - - - - - - -  ■ - - - - - - - -  — ----
27 . E le c tr ic  W ir in g -------------------  ----------------------  -----------------—
28. E le c tr ic  F ix tu r e s ---- ------------------------------------------  - ----------------—
29. Sh ee t Metal -  -  -  - --------------------------------- _ -----------------
30 . He ating  an d/ or  Air C o n d it io n in g ---------- --------------- ---------------—
31 . Pain ting  E xte ri o r -  - ---------------------------“ ------------ ---- ------- -------
32 . Roofing M at er ia l and Labor - - - - - - - - - - -  __ ___________
33 . Lath and P la s te r  or Sh ee t Rock (M at er ia ls  St Labor ;

Complete) ____________
3h. Rough Hardware -  - -  -   ---- - - - - - - - - -  ---- ----------- -—
35 . 'F in is h  Hardware -------  -------------------------------------- - ------------------
36 . I n s u la t io n ---- --- -  -  -  -  -  - ------------ -- ---------------_
37 . Weather S tr ip p in g  -  - ------------------------------------------  —------------
38 . F lc ors  -  - -  - -  -  -  - --------- ------------ - ----
39.  Ceramic T il e  Wa lls and Fl oo rs  - - - - - - - - - -  ___________ —
hO. Fl oo r F in is h in g ------- ----------------- ------------------------- _____--------- —
h l.  Spec ia l Kitchon Ap pli ances - ------------------ ------------ _____---- -------
h2 . Grading  and Lan dscaping - - - - - - - - - - - - -  ____________
h3 . Driveways and Walks _ - ___ ____________ __ _______
hh . Sal es  T a x ------------- --------------------------------------------  —————-------
h$. Su pe rv is io n and Overhead - - - - - - - - - - - -  _______ ______
h6 . Pay  Rol l Taxes  - ---------------------- ---------------------------  ----------------—
h7 . In su ra nc e and Re al  E st at e  Taxes -  - -  - -  - -  - -  __ __ __ _----- —
h8 . I n te re s t  on L o an s------- --------------------------------- --- - ____ ______ —
h9 . Lo t Co st -  - -  -  -  - ---------_ _ _ _ _ _ ------_ _ _  _________
50 . .................................................. .................. .....
51 . -------------------------------------- -----------------
52 . ............................................... ..................................................... . ......................
53 . --------------------------------------------------------- ------------------  __ -------------
5h.  -----------------------------------  --------------- -
$5 . -----------------------------------  , ____

TOTAL

Checked By» _____________ Subm itte d By» _________

Co st Es tim ate 
FF-LAdm 5lh
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cat.’ST 'JC '^ow  loam ectktaor  sheet LOAN MO._____________ ___  NCI'S: TKI3  FCRX I'jC T E- CliC’i-ETED
5ui? .der __________________________ _  Lo ca tio n________________________________ ___
Rea.  Phone__________________O ff ic e Phone_________ Neel: Ending________________ _
Re qu es t i> Loan Per  House * _____ Tot al  Loan a«Keeds Next Week V______ Meeds in  2 h ks .a

The a s s o c ia ti o n  ag re e s  to  ed ^a ho e d u ri ng  con'S+TwCtidh +be f o l l a r i n "  porse nta geGo f t ’^  p r in c ip a l  lo '. n  an -v-n t l e s s  th e  re q u ir e d  e q u it y  o f th e  bor ro w er  in  ea ch  ho us e it : tl je  a jo u r. t c f  t  _______■ '
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Sample No. 1

Excerpt F rom the Minutes of the F irst Federal Board Meeting on March 7, 
1960

The President reported tha t he and the loan officer, appraiser,  Vice President 
Kirk, and Mr. Johnson, the Association’s General Counsel, had met with Mr. 
Tanner, Chief Examiner, immediately after the last  Board meeting and Mr. 
Tanner stated  some of the construction loans made by the Association were in 
excess of 80 percent  of cost of construction. We have not received a  report of 
the examination and audit as yet. As a resul t of this conference, forms have 
been developed to  consolidate information in the construction loan files for the 
Federal Home Loan Bank examiners which should reduce the cost of examining 
time. J une 17,1960.

Mr. Philip J. Manx,
Supervi sory  Agent , Federal Howie Loan Bank Board,
Greensboro, N.C.

Dear Mr. Mank : Enclosed please find an original and one copy of our Board’s 
answer to your Supervisory Lette r of April 13, 1960, which accompanied the 
January 22 examination and audit. Also enclosed are two certified copies of 
excerpts from the minutes of the meeting of our Board of Directors, held on 
June 16,1960, confirming this action.

Yours truly, George W. West, Jr.

“After a thorough discussion of the Special Committee’s report, and the pro
posed d raf t of th eir letter, answering Mr. Mank’s supervisory Letter of April 13, 
1960, it was moved by Mr. Stelling, seconded by Mr. MacDougall, and carried, 
tha t the report be accepted, and that the suggested l ette r be adopted, and signed 
by each Director, and forwarded by the President to Mr. Mank, Supervisory 
Agent, as the Board’s reply to the April 13, 1960, Supervisory Lett er and Jan u
ary 22 audit  and examination, tha t a copy of this lette r be made a pa rt of these 
minutes.”

I, Ludie Cornwell, Secretary of Fir st Federal Savings and Loan Association 
of Atlanta, certify tha t the above is a true  and correct copy of excerpts from 
minutes of meeting of the  Board of Directors held on June 16, 1960.

Ludie Cornwell, Secretary.

First Federal Savings and Loan Association,
Atlanta, Jun e 16, 1960.

Mr. Philip J. Mank,
Supervisory  Agent, Federal Home Loan Bank Board,
Greensboro, N.C.

Dear Mr. Mank : We have received through the President of the Association 
your Supervisory Letter  of April 13,1960, with its enclosed report of examination 
and audi t for the Fir st Federal Savings and Loan Association of Atlanta made 
as of January 22, 1960. We have appointed a Special Committee of the Board, 
who has repor ted to us in great  detail , and the following is a resul t of  our  study 
and action.

Comment 2,b., which refers to fifty-one (51) loans, listed on page 19 of the 
report, we believe is due to some misunderstanding. Our borrowers are  Mr. 
S. R. Hawkins and Mr. William R. Bates. Both of them have substan tial equities 
in the loan securities. Both are substantial men, well able to meet thei r obli
gations as they mature. The Association has done business with them for a 
period of years and our relationship has been entirely satisfactory.

Mr. Hawkins and Mr. Bates sell these houses for a downpayment of $100. The 
purchasers  assume the first mortgage and give the seller a second mortgage. 
Both builders stat e tha t they are completely satisfied with thei r method of 
doing business and we know of no reason why we should tell them tha t they 
should change their method of operation.

The Association has  made loans totaling more than thirty-five million dollars 
which were guaranteed by the  Veterans’ Administration. The borrower in  most 
cases did not have one cent of his own money invested in the property. The
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Congress of the United S tates thought tha t this type of loan was proper and the history of the VA loan program has proved them to be right. We agree with them.
There is not too much distinction between these loans and the Bates and Hawkins loans. In one.case the guarantor is a subsidiary of the United States government. In the other case the borrower is an individual who sells to the home owner. We believe th at private enterprise should have the same right to act tha t a government subsidiary does. In both cases homebuilding is encouraged and people are able to own homes who would not otherwise be able to do so.Frankly,  this Board is at  a loss to understand the basis of the criticism. Is the Association being criticized for making sound loans which are amply secured and in compliance with every regulation of the  Home Loan Bank Board, or is it being criticized for allowing its borrowers to sell thei r property on terms which they consider sa tisfactory?
Comment 2.d. First Mortgage Loans, Construction Loan Policies and Procedures:

d.l. A detailed cost breakdown is now obtained covering each construction loan on a special form used by the Association.
The cost of undeveloped lots and acreage is now obtained in every case. This information is contained in a “Construction Loan Agreement.”The Association requires a builder to have a 20-percent investment in the property but does not at temp t to  control the exact nature  of the investment.d.2. The Association feels that it should not control the nature or extent of secondary financing on the par t of the builder and tha t his investmentcould be in various forms other  than cash. 
d.3. The Association has  now consolidated all information requested frombuilder into one “Construction Loan Agreement,” and this is being used for every construction loan.
A payout schedule is now included in the “Construction Loan Agreement.” d.6. A signed agreement covering the amount required for release of individual lots is now included as par t of our “Construction Loan Agreement.”d.8. We are now showing in c learer detail, on the  back of our drawsheet, figures to indicate at all times the amount of the borrower’s investment. We do not feel we should adopt a policy of always requiring our borrowers to invest their  funds first. The Association complies with the Board’s regulations by lending no more than 80 percent of the value of the property at  any part icular time.

Each of the above construction loan procedures was put into effect immediately afte r they were brought to the attent ion of our President by the Chief Examiner.
Comment 2.e. First Mortgage Loans (Examples of Construction Loans) : We have discussed these comments with our appraisers . They stat e tha t certain items which your examiners deducted from the cost estimate are proper matters  to be computed in costs. These a re : interest on construction loans, revenue stamps, tax proration, and sales commissions. We are inclined to agree with them. However, in this part icular case Mr. Long did not include on his cost estimate  any items for overhead or supervision. Since he devotes his ful l time to supervision and since he has other  expenses such as warehouse charges, truck and automobile operation, use of casual labor, a fai r charge for this would be 15 percent, which would make the cost estimate  about the same as his original computation.
Comment 2.q. First Mortgage Loans (Development Loan) : Our investigation reflects that his was the first loan under the  provision of the new regulation, and tha t this was corrected to comply when brought to the attention of the Associaion by your examiners, without loss from the assets of the Association.
Comment 7. Bonus to Direc tors: Since you are of the opinion tha t we should discontinue paying bonuses to Directors, we will abide by your wishes.Thanks for your prompt reporting on th is examination and audi t to us. Our officers tell us tha t your examination team was most pleasant to work with and very helpful.

Yours very truly,
George W. West, Jr., Pre sid ent ; Herman W. Lay, Director; W. Lee 

Burge, D irec tor; Robert L. MacDougall, Director; E. W. Gotten- 
strater, Director; Fred B. Moore, Direc tor; T. O. Hathcock, Di
rector: E. Ralph Paris, Direc tor; Albert G. Hendley, Director; Peter J. Stelling, D irector; Thomas J. Hicks, J r., Director.
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Federal Home Loan Bank Board,
Office of Supervisory Agent,

Greensboro, ~N.C., July  5,1960.
Mr. George W. West, Jr.,
President, Fir st Federal Savings and Loan Association of Atlanta, Altanta, Ga. 

Dear Mr. West: Thank you for your lette r of June 16, 1960, in answer to
our supervisory lette r dated April 13, 1960.

The information contained on page 19 of the examination report shows t hat on
51 loans there  was a mortgage indebtedness of $467,355 on property which was 
appraised for $434,300 and which was purchased for a total  of $431,500. This 
resulted in a mortgage indebtedness on the 51 properties of approximately 
$36,000 more than the purchase price of the properties, and in each case the bor
rower had a minus equity in the house which he purchased.

The basis of our criticism is tha t sound lending policies dicta te tha t the 
borrower should have sufficient equity in the mortgage security to assure his 
continuing interest in the integrity of his obligation. We can see no basis of 
comparison of th is type of lending with FHA-insured or VA-guaranteed loans as 
in both cases the borrower must have some equity and secondary financing is 
prohibited. We suggest tha t your directors give more consideration to this type 
of lending and not rely upon the interest of the speculative builders who hold the 
second mortgage to protect the interest of the association or to protect the 
borrowing member from possible loss of his home.

Sincerely yours,
Phili p J. Mank, Supervisory Agent.

J ohnson, Hatcher & Meyerson,
Atlanta, Ga., July 8 ,1960.

Mr. P hilip  J. Mank,
Supervisory Agent, Federal Home Loan Bank Board,
Greensboro, N.C.

Dear Mr. Mank : In the absence of Mr. Johnson from the office for an extended 
vacation, Mr. George West, Jr., of Fir st Federal Savings and Loan Association 
of Atlanta, has requested tha t we reply to your lette r of July 5, commenting 
on the letter of the Board of Directors of June  16 in answer to the supervisory 
lette r of April 13,1960.

The lette r was this date read in a meeting of the Directors and on motion 
referred to the  Executive Committee for study, report, and reply.

In the meantime, a question arises  in our mind as to whether your office is 
clear on who is our borrower. This question arises both from the examination 
report and supervisory lette r and from your recent lette r in which you state  
“the borrower had a minus equity in the house which he purchased” and further  
state tha t the Association should “not rely upon the interest of the speculative 
builders who hold the second mortgage to protect the intere st of the association 
or to protect  the borrowing member from possible loss of his home.”

Is your office aware  of the fact tha t “the speculative builders” and the 
“borrowing member” are in each case one and the same par ty? Is your office 
aware of the fact tha t the “speculative builder” (Mr. Bates or Mr. Hawkins) , 
who held at least a 20-percent equity in the property at the time we closed the 
loan, is our “borrowing member” and tha t the Association is not a party  to the 
subsequent sale giving rise to the second mortgage?

If there is m isunderstanding as to the identity  of the borrower, this clarifica
tion. we trust,  will resolve the criticism.

We were in Washington on this past Tuesday. July 5. and had a very helpful 
discussion with Mr. Mondell concerning the employees’ pension plan, in the light 
of which a further study is being undertaken. A revised plan will be submitted 
at a la ter date.

Very truly yours,
J ohnson, Hatcher, Meyerson & Irvin.
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F bd eral  H om e Lo a n  B an k  Bo a r d
OFFICE OF

SUPERVISORY AGE NT  
FEDEKA1 HOME LOAN BAN K BUILDING

Greensboro, N orth Carolina

July 13, 1960

Mr. George M. West, J r .,  Pre sident 
F ir s t Federal Savings and Loan Assoc iation  
46 Pryor Street,  M. E.
Atla nt a 3, Georgia

Dear Mr. Meat:

Reference is  aade to a le tt er  dated July 0, 1960, from Mr. Henry Mr. Hetchpr,
J r .,  which was in refe rence to our le tte r  of  July 5, lQ60.

Me are wel l aware of the id enti ty  of  the borrower,  and the c la rif ic a ti o n  pro
vided by Mr. Hatcher*s le tte r  does not reso lve the c r it ic is e  contained in 
our le tte r  of  July 5. In  order that  the re w il l be no misunderstanding, we 
sh al l be glad ' to restate the la st paragraph of  our le tt e r .

The basis of  our c r i t ic l jp  is that  sound lending pol ic ies d ic ta te  tha t the  person 
to whow the associa tion siust look to wake the aonthly  payments on the wortgage 
should have suff ic ie n t eq ui ty in the  property which is the se cu rit y fo r the 
wortgage to assure his con tinu ing In te re st in the in te gri ty  of  the ob lig at ion 
which he has assumed. Me can see no basis of  comparison of  th is  type lending 
with FHA Insured or VA guaranteed loans, as in both cases the borrower aust 
have some equity,a nd secondary financing is  pr oh ib ite d.  Me suggest that  your 
dire ctor s give wore considerat ion  to  it s  po lic y of  pe rm itting  th is  type of 
lending as Ind ica ted  on page 19 of  the  rep ort of  examination and audit  as of 
close of business January 22, 1960, and not re ly  on the  in te re st of  the  specu
la ti ve  bui ld er  who has conveyed t i t l e  to  the property subject to the f i r s t  
mortgage and who holds the second mortgage to protec t the  in te re st of the 
associa tion or to prote ct the  purchaser of  the  property from possible loss 
0 f  his home.

Me request th at the eontente of th is  le tte r  as wel l as our le tt e r  of  July 5 
be presented to your board of  di re ct ors  at th e ir  next aee ting and th at  we be 
advised of  th e ir  ac tio n.

Sin cerely yours,

P h il ip  J. Hank 
Supervisory Agent
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J uly 15, 1960.

Mr. Philip  J. Mank,
Supervisory Agent,
Federal Home Loan Bank  Board,
Greensboro, N.C.

Deab Mb. Mank : I should like to make a few remarks in reference to the 
criticism of the association’s lending policies as found on pages 18 and 19 of 
the Jan uary 22, 1960, examination report, under the heading secondary financing, 
as fur ther discussed in your July  5 letter to me, our attorney’s answe r to it 
to you, and your July  13 l etter  to me, commenting on his remarks and restatin g 
what you had said earlier.

Your Jul y 5 letter to me was presented to our board of directors, and, as our 
attorney, Mr. Hatcher, mentioned in his July 8 letter, was referred to the 
committee for consideration. Your lette r to me of July 13 will be both referred 
to this committee and read to our board of directors. I make the following 
remarks, in order to secure information for this committee and our board, and 
in order to resolve this  criticism to the satisfactio n of the Office of the Super
visory Agent of FHLBB.

I have gone back and reviewed previous examinations, and, from the infor
mation which you had in them and in this report, I believe I  can under stand 
that, if I were in your position, and had only this information, I might arrive 
at  the same conclusion. As someone else said recently, I am not a lawyer  
either, and possibly then you and I may be able to lend some additional inter
pretation to this. However, this entire subject is su rrounded by the  mortgagee/ 
mortgagor relationship in Georgia, as is operative under Georgia law, as well 
as the meaning of several very specific words, and to whom or what they re la te ; 
such as, “assumed,” “sufficient equity,” “borrower or borrowing member,” etc.

Any assuming th at may be, has been, or will be done, on a mortgage loan, 
without the lender being a party to it, does not relieve t he signer of the security 
deed and the note. I can say tha t we are  never a p arty  to any assumptions, and 
therefore, have and will always pursue for payment the signer of the note, and 
always have and will foreclose on to gain title to the collatera l the signer of 
the security deed. It  then, therefore, seems to me tha t the signer of the note 
and the security deed is the borrower, and has not, or cannot, be replaced. If 
this is a reasonable construction, it then means th at the signer of the note and 
the security deed has a twenty-percent equity, because, by Federal regulation, 
pursu ant to Federal  law, the Association cannot, and does not, make more than  
the maximum of an  eighty-percent loan.

To pursue another line of thinking, we cannot require anything from anyone 
other than the signer of the note and the security deed, and, if we should re quire 
anything th at would change the terms of the note or the security deed, our legal 
advisors sta te t hat t his  would release t he signer of the note and t he security deed.

The several other basic points which you have restated, which were included 
in our Board of Directo rs’ answer to the Supervisory Letter, which accompanied 
the January 22, 1960, Examination; such as, FHA-insured or VA-guaranteed 
loans, t heir  relation to equity and secondary financing, a s well as  a clarification 
of the source and accuracy of some of the figures contained on page 19 of the 
report, I am asking our Attorney, Mr. Hatcher, to discuss with you in anoth er 
letter.

I should like to hear  from you on my remarks, and, i f th is raises any questions, 
please ask.

Kindest regards.
Yours truly,

George W. West, Jr.

J ohnson, Hatcher & Meyerson,
Atlanta, Ga.. Ju ly  26, 1960.

Re: First Federal Savings and Loan Association of Atlanta.
Mr. Philip  J. Mank,
Supervisory  Agent, Federa l Home Loan  Bank  Board,
Greensboro, N.C.

Dear Mr. Mank : Subsequent to our lette r to you of July 8. 1960, we have 
undertaken  the verification of the report of your examiners of Ja nua ry 22, 1960, 
concerning secondary financing afforded by our borrowers, Hawkins and Bates, 
to their  purchasers of thei r property in Liberty Heights Subdivision. The As-
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sociation’s lending policy in view of this secondary financing is criticized inpages 18 and 19 of this report.
On those pages your examiners have reported to you concerning 51 loans made to Messrs. Hawkins and Bates tha t the amount of the secondary loan in each case is $2,555. We are  unable to determine where such erroneous information  could have been acquired by your examiners. Upon inquiry to Messrs. Hawkins and Bates, we have determined tha t the amount of the secondary financing has not exceeded $2,055, except the one or two houses with basements which sold for $200 more than the other houses.
We have further checked the security deeds given to Messrs. Hawkins and Bates, recorded in the records of Gwinnett County, and verified this information as to the amount of secondary financing. From the schedule of secondary security deeds enclosed, you will note that, with the one exception of a house with a basement and higher sales prices, the maximum second loan has been $2,055 and 20 of the second loans have been $1,955. *You, of course, realize th at Fir st Federal is not a party to the secondary financing, but, subsequent to the closing of the Association’s loan to Messers. Hawkins and Bates, the sale of the property is made by Messrs. Hawkins and Bates to their  purchaser in thei r offices. At that  time a note is taken  from their purchaser along with a security deed sub ject to the Association’s security deed. ’The note of the Association is 77.9 percent of the selling price of $8,450. At the time these loans were closed, the Association had no knowledge of the terms of any proposed sale or of the amount of the downpayment which would he taken by Messrs. Hawkins and Bates, or of the amount and te rms of secondary financing, if any.
The Association not being a party to the subsequent sale and secondary loan transact ion, nor to the assumption by the purchaser of the loan to the Association, it is our legal opinion, in which we have no doubt, tha t neither  the personal obligation of Messrs. Hawkins and Bates to the Association, arising from their  note, nor the security of the real estate  is affected by the subsequent sale and assumption. Such being the legal position of the Association, until the report of the examiners and your supervisory letter, we have not felt called upon to inquire into the personal business of Messrs. Hawkins and Bates concerning their sales procedure and sales terms.
So t ha t we might be informed in order  to bet ter advise our Directors and tha t you might be informed, we have obtained a typical breakdown of the t ransact ions criticized by you. The second loan made by Messrs. Hawkins and Bates was determined as follows:

Sales Price----------------------------------------------------------------------- $8. 450. 00Association closing costs on first loan, plus recording charges andrecording taxes on second loan and 3-year insurance policy______  305. 00
Total cost to purchaser________________________________  8, 755. 00Less Association loan assumed by purchaser____________________ 6, 600. 00Less down payment_________________________________________  100. 00
Second loan__________________________________________  2, 055. 00

From the above analysis, you will note that the ultimate  purchaser does have an equity in the property  of at least $100. In the cases of second loans of $1,995, the purchaser has an equity of at least $200. The first and second loan exceed the appraised price because Messrs. Hawkins and Bates elect to charge the closing costs of the first loan to the  purchaser and to extend credit therefor.In view of the fact tha t the loan of the Association is only 77.9 percent of the sale price of the security whereas a VA guaranteed loan is 100 percent and an FHA insured loan is 97 percent, we are inclined to agree with your sta tement  tha t there  is “no basis for comparison” of these types of lending insofar  as the degree of security afforded by the real esta te is concerned. In the wri ter’s 10% years ’ representation of the Association, the security of the property has been adequate to pay off every 80 percent permanent loan made by the Association which went to foreclosure and resort  to the note obligation of the borrower above the security has not been necessary. The Association has never found i t necessary to declare in default any loan made to Messrs. Hawkins and Bates or to any other borrower financing his property  on the  basis herein discussed.We find comparison of the Hawkins and Bates loans with FHA-insured and VA-guaranteed loans only in tha t all involve substant ially 100 percent financing. The experience of the FHA and the VA has not shown such financing to be unsound.
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We cann ot agree  that  in both FHA-insured and VA-guaranteed loan  “the 
borrower must have some equity , and secondary financing is prohib ited .” Until  
April 28, 1955, VA-guaranteed loans could be for 100 perc ent of the  appraised 
value, plus all closing costs. From  April 28, 1955 unti l April 4, 1958 ( 23 Fed. Reg. 
2218) the  vete ran  was required to pay 2 percent of the apprais ed value down and 
all closing costs . On April 4, 1958 this downpayment requ irem ent was revoked 
and at  th e p resent  VA loans may be made for 100 pe rcen t of  the app raised  value, 
the veteran having no investme nt other than  his  closing costs. We know of no 
regulat ion prec luding a veteran from  borrowing  the  closing  costs.

For  loans up to $13,500 the  FH A borrower must pay 3 percent  o f t he  appraise d 
value, plus closing  costs and secondary financing i s prohibited (Reg. Sec. 221.31), 
but the  proh ibit ion is not appl icable to borrowers over  62 years of age  and  the 
borrower may make a second loan covering the  3 perc ent downpayment and  his 
closing costs, so t ha t th e borrower over 62 yea rs of  age will have no equi ty eith er 
in the  prop erty or  his  closing costs.

• We trus t th at  the foregoing  info rmation and discussion will be help ful to you 
in clea ring  up the  critic ism conta ined in the examination le tte r and would ap
prec iate your comments in the ligh t of thi s info rmation  in ord er th at  the  Board  
of Direc tors  and i ts committee appointed to review your criti cism  m ight  be fu rth er 
informed an d bett er prep ared  to respond.

* Yours very truly ,
J ohn son , H atcher , Meterson & Irvin .

Sched ule of second deeds to secure debt to Bates  and Hawkins

L oan  N o. N am e D ee d b oo k/ 
pa ge

A m oun t

1326.5 A lv in  C L il ly  _ ______________________________________ 147/377 $2,055

13266 R ow la nd C am p b e ll _____________________________________________ 147/375 2,05 5

13309 C ha rl es  S Pow er s ______________________________  ______ 150/177 2,055

13310 E dw ard  L C la ck  ________________  ___________________ 150/153 2,0 55

13311 W  M  L e d b e tt e r - _____________________________ 150/197 2,055

13312 R u b y  W in k le r ____ _____________________________ 150/779 2,055

13313 Ja m es  R  I an ders  __  _ _ _ _ _ _ _  _ _______ ___ 150/151 2,05 5

13314 S qui re  A lc or n _ ____________________________________  - _____ 150/155 2,05 5

13357 P a t M  S m it h  ___________________________________________ 150/213 1,955

133.53 R ay m ond  NT Y anti s _ ________  __________________ 150/209 2,055

13386 R obert  W  C art e r __ _____________________  _____ - - - 150/191 1,955

13400 M ari on  C T u te n , J r _______________________________________ 150/189 1,955

13401 J  C D av is  _________ ________ _________ ____ 150/165 2,055

13418 G er al d L B eg le y _ _______________________________ 150/285 1,955

13450 D onal d  W  S now den________________________ _________________ 150/489 1,955

13451 W oo dro w  W il so n _ ________________________  _ _ _ _ _ _ _ _ _ _ _ 150/487 1,955

13470 Je sse Coy le  __ __ __ __ __ ___ __ ___ __ ___ __ _ _________ 150/475 1,955

13471 B obby  F  D an ie ll  ____________________________________________ 150/479 1,955

13472 Ju li a  B oring  _________________________________________ 150/473 1,955

13497 V ic to r R P u c k e tt  _________________________________________ 151/351 1,955

13519 V M  N ic hols  __ _____________________________ ,________ 151/331 2,055

13520 W il li am  R  W hit fi e ld  ________________________________ 151/307 2,055

13535 C ha rl es  W . W in g a te . ________  ____ _______ ____ _____ 151/326 1,955

13538 W alt er R  E lr od  _ _ _______________________________________ 151/239 1,955

13536 T hom as H . E lm o re ____________________  . __________ _____ ____ 151/247 2,055

13539 C H o y t D u n n  __ __ __ __ _ _____________________ 151/245 2,055

13562 M ar io n  W  S t John  _ ____________________________________ 151/345 2,055

13564 R obert  J  M cM an u s  _____________  .  __________  ________ 151/309 1,955

13578 R obert  C re sw el l _____________________  ________________ ___ 151/335 2,234

13579 H erb ert  L . S tr a in  _______________  ____ _____________ _______ 151/293 1,955

13580 Jo se ph  D . C au fm an  ___ ___ ___ ______  _____________________ 151/287 1,955

13581 H ow ard  H . R oac h _ __________________________________________ 151/295 2,055

13605 H arv ev  B . N ic hols  _______________________________________ 160/35 2,055

13613 F ra n k  W . H olt sc la w  ______________________________ _________ 156/29 1,955

13614 R obert  D . B ra ce w el l ________________________________________ 156/41 1,955

13643 Cli ffor d S te w art  _ ________________________________________ 156/37 2,055

13650 Jo h n n y  F . S co tt  _ ______________________________________ 156/9 2,0 55

13663 K at hle en  S tr a in  _____________________________________ 156/35 1,95 5

13664 Sam uel  S. P a in e  ............  .......................................... ...... 156/11 2,0 05

13672 R oy ac e A. H ow ard  .  ____________  _________  ____________ 156/361 1,95 5

13673 John  A. H a rm o n  _________________________________ 156/343 2,0 05

13678 Al ice  A.  Sca te s _______________  _________________________ 156/363 1,955

13706 C har le s M . Irv in  . .  .  _____________  __________________ 156/335 2,0 55

13718 W alt on  H . L ash le y ____________________________________________ 156/351 2,0 55

13719 H o y t V. S m it h  _____  _ _ _ _ _ _ _  _ _ _ _ _ _ _ _ _ _ 156/341 2,0 55

13731 C arl  L . M it ch e ll  . ____________ _____ ___ _  ___________ 156/339 2,0 55

13732 H en ry  T . W i l l i a m s .................. ........... ......... ..................... ...... ............... 156/353 2,0 55

13738 R o b ert  H . M o b le y  . _____________ ___ _  . .  _______ ____ 156/355 2,0 55

13739 John  H . P u ll ia m  ..............  .................. ....................... ...........  . ......... 156/337 2,055

13742 Ja m es  T . L e M a s t e r __ _______  . ....... ............. 160/49 2,055

13757 H arv ey  B . N ic ho ls _______________ _____________ ____ __________ 156/43 2,055
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(For  the file)
E xcerpt  F rom Min ute s of Mee ting  of Execut ive  Com mitte e and Special  Com

mittee of F irst  F ederal  Sav ing s & Loan Assoc iation  of Atlan ta  H eld 
J oin tly W it h  th e Build ing Com mittee  on W edne sday , August  3, 1960, 
AT 1  :30 P.M . AT TH E OFF IC E OF TH E  AS SO CI AT IO N

“The next order of business was consideration of the Supervisoiy Agent’s 
lette r of June 5, 1960, which had been referred to the Special Committee. The 
President stated tha t he and Mr. Hatcher had been corresponding with Mr. 
Philip J. Mank regarding the examination and audi t of January  22, 1960, and 
asked Mr. Hatcher to read this correspondence to the committee. Mr. Hatcher 
read the following let ters:
“Letter of July  5, 1960, from Mr. Philip J. Mank, Supervisory Agent, to Mr.

George W. West, Jr.
“Letter of July 8,1960, from Mr. Henry M. Hatche r to Mr. Mank.
“Letter of Ju ly 13,1960, from Mr. Mank to Mr. George W. West, Jr.
“Letter of July 15,1960, from Mr. George W. West, Jr., to Mr. Mank.
“Letter of Ju ly 26, 1960, from Mr. Henry M. Hatcher to Mr. Philip J. Mank.

“After considerable discussion, it was agreed tha t the committee could not take  
any action until replies were received from letter s of Ju ly 15 and July  26 written 
to Mr. Mank by Mr. West and Mr. Hatcher. Mr. West stated tha t Mr. Mank’s 
lette r of July  13, 1960, would be read to the Board at  their  meeting on August 4,1960.”

August 9, 1960.Mr. P h il ip  J.  Ma n k ,
Supervisory Agent,
Federal Home Loan Bank Board,
Greensboro, N.C.

Dear Mr. Mank : As per request contained in your letter  of July 13, 1960, 
to Mr. George W. West, Jr., we are  enclosing certified copy of excerpts from 
minutes of the meeting of Board of Directors held on August 4, 1960.

Yours very truly,
Mildred P endergra ss, Vice President.

“Letter  dated July 13, 1960, writ ten by Mr. Philip J. Mank, Supervisory 
Agent, to Mr. George W. West, Jr ., was read to the Board and discussed. This 
letter  was in reference to the examination and audi t made as of the close of 
business January 22, 1960. No action was taken as the Special Committee re
ported to the Board tha t the President and attorney had been corresponding 
with Mr. Mank and they were waiting  for a reply to the las t two let ters written to Mr. Mank.”

I, Ludie Cornwell, Secretary and Treasurer  of Fir st Federal  Savings and 
Loan Association of Atlanta, certify  tha t the above is  a true and correct copy 
of excerpt from minutes of the meeting of Board of Directors held on August 4, 1960.

L ud ie Cor nw ell , Secretary and Treasurer.

Aug us t 9, 1960.
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F b d e r a l  H o m e  Lo a n  B a n k  B o a r d

om ci of
SUPERVISORY AGENT

r iD ll A L  HOM I LOAM BANK BUILDING

Greensboro , N orth Carolina

/
August 15, I960

J r . , Pres iden t
br ings  and Loan Associa tion of  Atlanta

Dear Nr . N est: I

Reference is  made to your  le t te r  dated July 15, 1960, and to  the le t te r  from 
Nr. Henry N. Hatcher, J r .,  dated July 26. l<>60. Both of  these le tt e rs  as 
wel l as previous correspondence re fe rs  to page 19 of  the ass ociat ion's rep ort 
of examination  and au di t dated January 22, 1960. and concerns the eq uity  which 
the  home o n e r  has in prop erty on which the as so ciation has a f i r s t  li e n .

A ty pic al example of  there tra ns ac tio ns  is very  c le arl y  stated  in Nr . Hatcher's 
le t te r  of  Ju ly 26, 1960, which shows tha t the purchaser assumes the  as so ciat ion's 
loan of  $6,600, pays $100 in  cash and gives the  s e ll e r  a second mortgage of 
$2 ,055  fo r a to ta l Indebtedness of $8 ,655 , which may be compared against the 
sales pr ice of  the  property of $6 ,450 . Ne were surpr ised by the  statement made 
by the  Di rectors in th e ir  re ply  to the  supervisory le t te r  dated A pri l 13, i960 , 
th at  the Board of Direc to rs  were "a t a loss to understand the basis of the 
cri ti c is m ", inasmuch as th is  type of  fin ancing  was re fe rred  to  under Sectio n 2 
of  a sp ec ial committee's  repo rt adopted by the  Board of  Dire ctor s on February 24, 
1956, and was discussed by Nr. Fogarty  at  a sp ec ial meeting of the Board held on 
June 17, 1958. mention being made of  the discussion  in the minutes of th at meet
ing.  Simply stated , we are  of the  opin ion th at the person to whom the as so ci at e 
looks to fo r repayment of it s  loans should have a s u ff ic ie n t eq ui ty  in the pro
perty  to  give him a d e fi n it e  and continuing in te re st in main taining  the in te gri ty  
of  the  ob lig ation. Ne fu rt h er be lie ve  that  the asso cia tion must look to the 
owner of the property  securing it s  loan for repayment of  the loan.

From the correspondence receive d from you and fro m Nr. Hatcher, i t  is apparent 
that  you both have othe r views in th is  matter ami th at fu rt her correspondence 
on th is  subject would be mere ly re pet it io us and argum entat ive .

Ne would be very glad to meet wi th the Board of  Dire ctors or wi th a committee 
appointed by them in ord er to discuss th is  or any othe r aM tter  wi th them at  
any tim e.  Ne are conf iden t that  your Board of Dire ctors must have formulated 
a po lic y as to loans of  th is  typ e, and we would li k e  very much to have them 
inform us as to Just what th is  po lic y is .
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In order that  everyone may be kept  informed, please hare th is  le t te r  read 
to your Board of  Direc tors  at it s  next meeting .

Sinc erely yours ,

P h il ip  J. kank 
Supervisory Agent

»
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Federal Home Loan Bank Board,

Office of Supervisory Agent, 
Greensboro, N.C., August 19,1960.

Mr. George W. West, Jr.,
President, First Federal Savings A Loan Association of Atlanta, Atlanta, Ga.

Dear Mr. West : We are enclosing a revised schedule of the loans presented on
page 19 of the association’s report of examination and audi t as of Janu ary  22, 
1960. We are  also enclosing copy of memorandum from Mr. John F. Harbison, 
Chief Examiner fo r thi s District,  which explains the reason for this substitution.

In reviewing the corrected schedule, we note tha t the percentages in the last 
two columns have been reduced but tha t in each case the indebtedness on the 
property exceeded the purchase price, and ia all cases except one the  indebted
ness exceeded the value assigned to the property by the association’s appraisers. 
This revised schedule does not change the opinions which we have previously ex
pressed to regard to these loans the most recent of which was contained in our 
lette r dated August 15,1960.

We also regret any inconvenience caused by this error.
Sincerely yours,

Philip  J. Mank, Supervisory Agent.

Fourth District
August 19,1960.

To : Philip J . Mank, Sr., Supervisory Agent.
From : John F. Harbison.
Sub ject : Fir st FS&LA of Atlanta,  Atlanta, Ga.

It  has been brought to my attent ion tha t the amounts of second mortgages 
listed on the schedule presented on page 19 of the January 22, 1960, report of 
examination of subject association are in error. As a resul t we are enclosing 
two copies of the schedule as corrected. Please substitu te one copy in your copy 
of the repor t and transmit the other copy to the  association.

The reason for the error was that,  at  the time of the examination, the ex
aminers checked with the firm of Hawkins and Bates as to the amount of the 
second mortgages. This was done by telephone. Since the second mortgages 
were held by either Hawkins or Bates we did not deem it necessary to make a 
further  check of the recorded instruments.

We.regret the error and the inconvenience caused.
Yours very truly,

John F. Harbison, Chief Examiner.
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September 8, 1960.
Mr. Philip J . Mank,
Supervisory Agent,
Federal Home Loan Bank Board,
Greensboro, N.C.

Dear Mr. Mank : Upon returning from my vacation, I find your letters of 
August 15 and August 19, in reference to our lengthy correspondence in the past 
of the items shown on page 19 on the Association’s Report of Examination and 
Audit, dated January 22, 1960.

As requested in the last paragraph of your lette r of August 15, I shall be 
happy to read it to our Board of Directors at their  next meeting. I believe tha t 
it will be helpful to them, however, for you to define in greater detail your 
interpreta tion of “a policy.” All of our lending activities are in accordance with 
the Rules and Regulations and Cha rter provisions.

It  would be very helpful if I could receive this clarification from you be
fore Wednesday, September 14.

Thank you for your assis tance in th is matter.
Kindest regards.

Yours truly,
George W. West, Jr.

Federal Home Loan Bank of Greensboro,
Greensboro, N.C., September 12,1960.

Mr. George W. West, Jr.,
President, First Federal Savings <£ Loan Association of Atlanta,
Atlanta,  Ga.

Dear Mr. West : Reference is made to your lette r dated September 8, 
1960.

The association’s Board of Directors have the power to exercise any and all 
of the powers of the association not expressly reserved by the char ter to the 
members, and the powers of the  association are set forth under Section 3 of the 
association’s charter. The directo rs’ position is one of trust originating in the 
fact tha t he has control and guidance of corporate business affai rs and property 
and hence of the property interest of the members. The directors are respon
sible for the selection of a managing officer who conducts the operational affairs 
of the  association under the directors’ guidance. This guidance generally takes 
the form of a policy resolution on the p art  of the Board of Directors. For exam
ple, the directors might decide to limit loans in certain locations to 70% of 
valuation  in spite of the fact tha t regulations might permit them to make loans 
up to 80%. This would be a policy resolution which management would 
follow.

We are enclosing a mimeographed set of suggested policy resolutions which 
might be of interest to you.

With best personal regards.
Sincerely yours,

Philip  J. Mank, Vice President.
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SUGGESTED POLICY RESOLUTIONS

WHEREAS, In orde r to  assure th at th is  as so ciat ion w i l l  inve st  it s  funds in  
the  best  loans ava ila b le , maintai r adequate li q u id it y ,  a strong rese rve 
pos it io n , and ope rate in  accordance with  the  best es ta bl ishe d pr act ices  in 
the  savings and loan business

Lending Pol icy

•  RESOLVED. That:

(a) The f a c i l i t ie s  of the as so ciat ion sha ll  be extended to  a l l 
sources o f o r ig in  on an equal basis  and it s  len din g plans 
sha ll  includ e loans guaranteed or  insured by agencies of the

*  government.

(b ) The as so ciat ion sha ll  d iv e rs if y  it s  loan p o r tf o li o  avoiding  any 
undue co nc en tra tio n o f loans, (1) to  any group of bor row ers ,
(2)  fo r  any sp e c if ic  purpose, and (3 ) as to  type o r lo cation of  
the  prop er ty  se rv ing as secu ri ty .

(c ) In te re s t ra te s,  fees and ot her  loan cos ts sha ll  be co ns is tent  
with  economical home fina nc in g and such as to enab le the  as so ci
at io n to  ob ta in  and hold the  bes t mortgage loans ava ila b le .

(d) Ap praisa l p o lic ie s  and pra ctices sha ll  be in  accordance w ith  the 
best es ta bl ishe d pr ac tic es  in the  savings and loan in dustry.

(e) S u ff ic ie n t in fo rm at io n on which to  base co ns ider at ion of  each loan 
sha ll  be inclu de d in the ap praisa l re port .

( f )  Loans sha ll  be based on the less er  o f cos t (s e ll in g  price  or 
co nstruction cost plus a reasonable  p ro f it )  or  ap pr aisal .

(g) The as so ciatio n sha ll  re qui re  each borrower to  hove a s u ff ic ie n t 
eq ui ty  in the re al  es ta te  which secures the loan to  give  him a 
d e fi n it e  in te re s t in  maintaining  the  fu tu re  in te g r it y  o f his 
o b lig a ti o n .

(h ) S u ff ic ie n t c re d it  in fo rm at io n sha ll be secured on each loan 
appl ican t to  show his  pas t performance and pe rm it a de te rm inat ion as to 
whether  hi s presen t "tak e home" income is  s u ff ic ie n t to meet a l l

> o f hi s pre sent  ob lig a tions according to  agreement,  plus the
payments on the  loan fo r  which he has ap pl ied.

74 89 0 O  - P t.  3 - 2 2
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( i )  Loan closing  procedures  sh a ll  be in  accordance with  the  best 
es tabl ishe d procedures in  the savings  and loan ind ustry , and sha ll  
be such as to  pr ote ct  fu ll y  the  p r io r it y  o f the as socia tion 's  li e n .

( j )  Co ns tru ct ion loan procedures sha ll  be s u f f ic ie n t ly  comprehensive 
to  safeguard the  in te re sts  o f the  as so ciat ion and it s  borrow er.

(k ) Free cho ice w i l l  be pe rm itted  borrowers in  the  sele ction of  
hazard insura nce , insu rance brokers or  agents,  and in  the purchase 
o f lan d, bu ild in g  su pp lie s,  and equipment inv olv ed  in  the  purchase, 
const ru ct io n, or  improvement o f the  prop er ty  of fe re d as secu ri ty ; 
prov ide d, however, th at the as so ciat ion may set  minimum standards 
and re qu ire  compliance th ere to .

( l )  Except fo r loans on the  secu ri ty  o f a f i r s t  lien  on the  home or 
com bination of home and business prop er ty  owned and occupied by
a d ir e c to r,  o f f ic e r ,  at to rn ey  or  employee, no mortgage loan sha ll 
be made in  which any such person has any pro prie ta ry  in te re s t in 
the  securi ty  or  in  the loan proceeds . The d ir ec to rs , o ff ic e rs , 
employees, and the  at to rn ey  fo r the  as so ciat ion w i ll  avo id a ll  
s it ua tions  th at in v it e  or  may lead to  a c o n fl ic t o f personal in te re sts  
w ith  o f f ic ia l duty and re s p o n s ib il it y  includ ing the  ho lding  or 
acqu is it io n  of  ju n io r liens  or  pledged share  accounts on prop er ty 
on which the as so ciat ion holds a f i r s t  mortgage.

(m) A cu rren t loan commitment re g is te r sha ll  be maintained in orde r th a t 
the  to ta l amount o f a l l loans fo r  which the  as so ciat ion is  ob lig at ed  
may be determined at  a l l tim es .

(n)  No loan sha ll be made or committed which would re su lt  in  the 
as so ciat ion v io la ti n g  it s  li q u id it y  p o lic ie s .

(o) A ll  loans sha ll  be made in  comp liance w ith  law and re gula tion .
U n ti l fu rt he r no tic e in  orde r th a t the  as so ciat ion may secure the 
best mortgage loans ava ila b le  the  as so ciat ion sha ll li m it  loans 
as fo llo w s:

-2 -
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Home Loans:
Conventional

Maximum ra ti o  of  loan to appraisa l
Ex istin g constru ction  *

Term
Ex istin g constru ction

In te re st rate

Minimum borrower equity required

Yr* .

New Con struct ion

New Construction Yra .

F.H.A .
Maximum ra ti o  of loan to apprais al

Ex istin g co ns tru ction __________<

Term
Ex istin g constru ction  ________

In te re st r a t e __________ *

Minimum borrower equityre quirad

Yrs.

New Construction

New Con struct ion Yrs .

G .I .
Maximum ra ti o  of  loan to ap praisa l 

Ex istin g constru ction  __________< New Const ruc tion

Term
Ex istin g constru ction  

In te re st ra te  

Yra. New Construction Yrs.

Minimum borrower eq uity required

Other Improved Loans:
Maximum ra ti o  of  lo an to appraisal 

Ex is tin g constru ction  _________

Term
Ex is tin g constru ction  _________

In te re st ra te  %

Minimum borrower equity required

Unsecured Loans:
Maximum amount 1 ■

Yrs .

New Const ruc tion

New Const ruc tion

Maximum term _________

Yrs

Discount ra te

-3 -
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Liq u id ity  Policy

RESOLVED, That the assQciation sh a ll , as a po lic y,  mainta in li q u id it y  in the 
form of cash and government bonds in an amount equal  to 15% of  savings or 
on e-ha lf of  the amount of  it s  withdrawa ls during the preceding twelve months' 
pe rio d,  whichever is les s, and in no event w il l i t  make or commit i ts e lf  to make 
any re al  es tate  loan at  any time when it s  cash and unpledged government ob ligat ions 
are  less than the amount required by law and re gu latio n.

RESOLVED FURTIER, That the as so ciat ion,  as a po lic y,  w il l lim it  it s  loans in 
process and loan commitments to an amount not exceeding 10% of  savings plus 
the amount of  it s  firm commitments fo r sa le of loans and the amount of it s  cash 
and government ob lig at ions  which is  in excess of  15% of  it s  savings or on e-ha lf 
the amount of  it s  gross withdrawa ls fo r the preceding twelve months, whichever 
is le ss. -

RESOLVED FURTIER, That the direc to rs  sh al l be informed of  the amount of the 
as so ciat ion's li q u id it y , the amount required fo r compliance with th is  po licy, 
and the amount of funds av ai la ble  fo r investment prior to th e ir  consideration 
of loan ap pl icat ions .

Reserve Policy

RESOLVED, That the asso ciation,  as a po lic y,  w il l al lo ca te  a su ff ic ie n t percentage 
of it s  net income to reserves to enable i t  to increase reserves at a ra te  commensurate
with it s  growth and adequate to meet it s  reserve goal of  ____% of  net assets by
19___; provided that  the reserve al lo ca tion sh al l in no event be less than that
req uired by the regu lat ions  or 15% of  net ope rat ing  income, whichever is gr ea te r, 
unless or u n ti l such time as the as so ciat ion's reserves equal 12% of  it s  withdrawable 
accounts.

Dividend Pol icy

RESOLVED, That the associa tion sh al l base it s  dividends on it s  net income a ft e r 
reserve al loca tio ns  with due regard to maintenance of  a stab le div idend ra te  and 
to the pr ev ai lin g rate paid by other associa tions in the area . In  mainta inin g 
a stab le dividend ra te  i t  shal l avoid payment of  dividends based on nonrecurring
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September 16,1960.

Mr. Philip J. Mank,
Supervisory Agent, Federa l Home Loan Bank Board,
Greensboro, N.C.

Dear Mr. Mank : With reference to your request in the four th paragraph of 

your August 15 letter , I am attach ing hereto a certified copy of excerpt from 

minutes of our September 15 Board Meeting.
Yours truly,

George W. West, Jr.

“Minutes of the Executive Committee meeting of September 14, 1960, were 

re ad ; also the lette rs from Mr. Philip J. Mank, Supervisory Agent, and Mr. 

John F. Harbison, Chief Examiner, which were referred to in the minutes.
“The Preside nt read a lette r dated September 7, 1960, which he had received 

from Mr. John A. Fogarty , President of Federal Home Loan Bank of Greens

boro, inviting the managing oflBcers and directors to a meeting to be held in 
Atlanta on September 20 with officers of the Greensboro Bank fo r th e purpose of 

discussing services of the bank and any other mat ters  pertaining to relation ship 

with the bank. He stated  he had already sent copies of Mr. Fogar ty’s lett er to 

members of the Special Committee and urged thei r attendance. All directors 

were urged to atten d if possible. In view of this meeting and as per recom
mendation of the Special Committee, the following resolution was introduced 

by Mr. Got tenst rater and a dopt ed:
“ ‘Whereas the Special Committee of the Association appointed to consider the 

supervisory l ette r of the examination and audi t of Ja nua ry 22,19 60, with par tic

ular reference to pages 18 and 19 of the examination report, has considered at 

length the criticisms of the supervisory letter, there having been several ex

changes of letter s between representatives of the Association and the Super

visory Agent and the matter not having been resolved as a result  of such ex

change of correspondence;
“ ‘Be it resolved, Tha t further  consideration of the matte r be deferred until  

afte r the conference to be held in Atlanta  on September 20, 1960, by representa 

tives of the local associations and representatives of the Federal  Home Loan 

Bank of Greensboro.’ ”
I, Ludie Cornwell, Secretary and Treasurer  of First Federal Savings and Loan 

Association of Atlanta, certify tha t the above is a true  and correct copy of 

excerpt from minutes of the meeting of Board of Directors held on September 

15, 1960.
Ludie Cornwell, Secretary and Treasurer.

September 16, 1960.

“The Presid ent stated tha t a lett er had been draft ed to Mr. Philip J. Mank, 
Supervisory Agent, which he believed set out  the  Association’s lending policy and 

should bring to a conclusion the correspondence between Mr. Mank and the Asso

ciation regarding  criticisms in the supervisory letter and audit  of Jan uary 22, 
1960. The proposed le tter was read and discussed and motion made by Dr. Hicks 

tha t the Presid ent write this lett er to Mr. Mank. Motion seconded and carri ed.”

I, Ludie Cornwell, Secretary and Trea surer of  F irs t Federal Savings and Loan 
Association of Atlanta, certify tha t the above is a true  and correct copy of ex
cerpt from minute s of the meeting of Board of Directors held on November 10, 

1960.
Ludie Cornell, Secretary and Treasurer.

November 30, 1960.
November 30, 1960.

Mr. Philip  J. Mank,
Supervisory Agent, Federal Home Loan Bank Board,
Greensboro, N.C.

Dear Mr. Mank : Subsequent to our correspondence concerning your criticism 

of the lending policy of the Association set forth  in pages 18 and 19 of the exami

nation report of J anu ary  22, 1960, the Special Committee of our Board of Direc

tors attended  a meeting held in Atlanta  by Mr. Fogarty on September 20. We 
discussed our policy in grea t detail with him. This Committee reported this 

discussion to our Board of Directors a t the October 6 meeting.
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The Committee and the Board agree with Mr. Fogarty tha t each home loan 
should stand on its  own. We also agree with Mr. Fogarty tha t the financial re
sponsibility of the borrower in every case is of major importance in passing upon 
the soundness of any loan.

In your lette r of August 15, 1960, you requested a statement of the policy of 
the Association as to loans of the type criticized. Our policy is th at each loan be 
appraised on its own merits in the  light of the financial responsibility of the bor
rower to whom the Association looks for payment, the security and all other 
atten dant circumstances, and each loan must be accepted or rejected in the ex
ercise of the best judgment of the  Loan Committee and the Board of Directors.

The Board of Directors believes tha t the purchase price of property is the 
price the purchaser pays for it and not a fictitious purchase price. The pur
chase price of the  houses sold by Hawkins and Bates, as  set forth  in the exami
ners report, are not the prices for which the  houses were sold. We are all famil
iar  with the fact tha t no t only houses but many articles have a cash price and a 
term price and the term price is always higher than the cash price.

Yours very truly,
George W. West, Jr.

Exhibit No. 15.—Correspondence Between the Federal Home Loan Bank
Board, Washington, D.C., and First Federal Savings & Loan Asso
ciation of Atlanta, Atlanta, Ga., and Other Matf.rtat, Relative to 
Examination and Audit of the Association as of March 2, 1961

Federal Home L oan Bank Board,
Office of the Supervisory Agent,

Greensboro, N.C., May 2, 1961.Board of Directors,
Fir st Federal Savings & Loan. Associa tion o f Atla nta,
Atla nta, Ga.

Gentleman : We enclose the report of the examination and audi t of your 
association made as of March 2, 1961, by the Division of Examinations of the 
Federal Home Loan Bank Board. We request tha t you carefully review the 
entire  report.

The schedules on pages 23, 24, and 25 show’ that the association continues to 
gran t loans when the buyer has littl e or no equity in the loan security. Our 
opinion relat ive to loans of thi s type remains the same as  t ha t conveyed to you 
in previous correspondence and in our last  two supervisory letters.

Comment 2-f shows th at six loans were g ranted which did not conform with 
Section 545.6-12 of the Federal Regulations. In addition, the association 
granted twelve loans (Comment 2-h) which exceeded the  lending limitations. 
Subsequent payments have brought  ten of these loans into compliance. The 
other two should either be brought into compliance or removed from the asso
ciation’s asse ts without loss.

We believe it desirable for the  appraisal report forms to show a separate 
valuation for land and improvements.

Loan No. 14294 wras granted by the association when a mortgage held by a 
company in which a director has a financial interest was repaid from the loan 
proceeds. The policy and practice of grant ing loans on the security of real 
esta te in which a director has an indirect or direct propr ietary interest is con
tra ry to wellrestablished principles of fiduciary relationship widely recognized 
and accepted by the courts as well as by prudent  management. It  is  our firm 
opinion tha t stric t adherence to these principles is essential to the responsible 
operation of the affairs of a mutua l financial institution and tha t any tran s
actions tha t involve or might lead to a conflict of personal interest with official 
duty and interests of the association should be scrupulously avoided.

We call your attention to the note at the bottom of Schedule 7. Section 5 of 
the association’s chart er contemplates th at the number of directors will be fixed, 
either in the association’s bylaws or by resolution of the association’s members. 
Please advise us if thas has been done.

After you have considered the report and this lette r and have taken such 
action as is required, please send us two certified copies of excerpts from your 
minutes setting forth the action taken on each point discussed. All correspon
dence re ferring to the supervisory lette r should also be submitted in duplicate. 

Sincerely yours,
Philip J.  Mank, Supe rviso ry Agent.
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FU RT HE R EXC ERPTS  FROM THE REPORT OF EX AM IN AT IO N AN D AU DIT OF THE 
ASSO CIAT ION

/. Deferred principal payments
The promissory notes for the following construction loans provided for the 

first principal payment to be made thirteen months from the date of the note:

Lo an
U np ai d 
ba lan ce,  
M ar . 2, 

1961

Te rm s
Dat e of d is
bu rs em en t 
for closin g 

costsLo an  No . Date
Or igin al
am ou nt

D at e of 1st 
pa ym en t

N um be r 
of equ al i n 
st al lm en ts

13 64 9. ,...................... ........... Ju ly  2 4,1 959. $26 4,00 0 $10 5,600 Aug . 24 ,19 60 24 Ju ly . 24, 
1959.

Oct . 7, 195913655______ ______ _____ Oct . 7, 19 59 .. 536 ,000 32, 000 Nov . 7, 19 60 . 24
13668___ ______________ Oc t. 19, 1959. 103 ,500 31, 500 Nov . 19,

1960.
24 Oc t. 19, 195 9

13759 _______ _____ _____ Ja n.  2 7,19 60 . 728 ,000 56,000 Fe b.  27 ,19 61 . 24 Ja n. 27 ,19 60
14093 ........... ................ ......... Aug . 10,1960 189 ,000 169,600 Se pt.  10,

1961.
12 Au g. 10,

1960.
14221..................................... Se pt.  27,

1960.
187 ,600 173,100 Oc t. 2 7, 19 61 . 12 Se pt . 27, 

1960.

g. Separate valuation for  land and improvemen ts
The appraisal report form for recast loans (refinancing of exist ing loans) did 

not provide for separate valuation for land and improvements. Appraiser Heck
man stated t hat the only time sepa rate valuations would be reported was in cases 
when extensive improvements were made or were to be made.
h. Loans granted in excess of lending limitations

During the review period, the  following loans secured by one-family dwellings 
were granted for an amount in excess of lending lim itati ons :

Loa n Unp aid 
ba lan ce,  
M ar. 2, 

1961

Ap pra isa l
Pe rc en t of 

loa n to 
ap pr aisa l

Pe rc en t of 
un pa id  

ba lan ce to  
ap pr ai sa lLo an No. Dat e Or igi na l

am oun t

13760_____________________ Ja n.  27,1 960 $3, 300 $3, 043 $4,000 82 .5 76.1
14019_____________________ Ju ly  6,1 960 1 1 J 5 0 11; 043 13,900 80 2 79 .4
140 20 .. .. ____ _____________ ____d o .____ 1 1 J5 0 IL  028 13,900 80 .2 79.3
14032.......................................... Ju ly  11 ,19 60 11, 150 IL  027 13; 900 80 .2 79 .3
140 42 .. .. _________________ Ju ly  14 ,1960 1L15C IL  043 13; 900 80 .2 79 .4
1 40 43 .. .. ____ _____________ ___ do 11  ̂150 11 ,04 3 13,900 80 .2 79 .4
14060_____________________ Ju ly  21 ,19 60 1 1 J 5 0 11,04 3 13,900 80 .2 79.4
14079 ............................... ........... Aug . 2,1 960 11,15 0 IL  059 13; 900 80 .2 79.6
1 40 80 .. .. ................... ............ ___d o _____ IL  150 IL  043 13; 900 80 2 79. 4
14107_______________ _____ Aug . 16,19 60 1 1 J5 0 IL  043 13; 900 80 .2 79. 4
14248............. ............................ Oct . 5,1 960 15, 500 15; 435 18, 900 82 .0 81 .7
13927 1 . . . ________________ M ay  23,1 960 104; 400 153; 600 68 .0 } 63 .5

7 u nit s re m a in in g _____ 56, 900 89; 600

1 N on in st al lm en t loan du e in  18 m on th s,  secu red  by  12  dwe llin gs.
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i. Loan No. 13144, Fe tt Land, Company—development  loan
(1) Info rmation at start of exam inat ion.—At the  examination date , the asso

ciat ion’s r ecords disclosed the following informa tion  regarding the $43,300 devel
opment loan cited in Comment 2.g of the  las t rep or t:

(а) On March  11, 1960, the association requ ired  the borrower to make a 
$1,046 pr inc ipa l payment. The unpaid balance ($47,254) of t he loan on said 
date represe nted  76.5 percent of the  land development costs ($61,800) and 
58.7 percent of the appraised value  ($80,500), which included an estimated 
profit of $19,320.

(б) Except for  a $1,235 disbursement for  survey costs a t the  loan  set tle
ment date , the  ini tia l advance for  development purposes was  made  on 
Jun e 10, 1960, for  $4,000 and  the final advance was made on December 2, 
1960, for $11,513.

(c) On Janu ary 6, 1961, this loan w as extended to Janu ary 6, 1962.
(d)  The unpaid balance of the loan was $24,154.

(2) Additional info rmation obtained.—During  the  course  of the  exam ination, 
the  associat ion obtained the  following addi tional  information  for  i ts fil es :

(а) Cer tificate dat ed March 17, 1961, from the  mortgagor, sta tin g the  
cost of t he land.

(б) Sta tem ent  dated  March 17, 1961, from the mortgagor, rep ort ing  the 
name and address  of each  and  every person who had  an in terest in or was 
an officer in the corporation, and  the  na ture  and  extent  of the  int ere st of 
ea ch ;

(c) A Dun  & Bradstreet rep ort  dated March  21, 1961, an d;
(d)  A balance sheet and  sta tem ent  of income and retained earnin gs of the  

corp orat ion date d November 30, 1960.
j. Directo r’s interes t in  loans

The sett lem ent  statements for  two loans  gra nted dur ing  the  review period  
showed th at  pa rts  of the  loan proceeds were disbursed to the  Wes t Lumber 
Company. Pre sident  George W. West, Jr.,  repo rted  that  he owned 13.47 pe rcent  
of the  to ta l outstan ding stock in said  company. The loans involved and the 
amounts  disbursed to the We st Lumber Company wer e:

Lo an  No . Da te Amou nt
Amou nt  d is

bursed. to 
W es t Lum 

ber Co.

P urp ose ^

14172 _______________________ Se pt . 8,19 60_____ $9,000 $1,169 Fo r mater ia l.
14294________________________ Oc t. 25, 1960_____ 3,000 253 R ep ay  m ortgag e.

Loan No. 14294 was  approved by President  West and subse quently ratified by 
the board .

The above loans were granted prior to the date George W. West, Sr., was 
reelected  a  d irector.
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EXCERPT FROM MINUTES OF MEETING OF BOARD OF DIRECTORS 
HELD ON MAY 11, 1961

“The President  sta ted  th at  the  rep ort of Examination and Audit made as of 
close of business March 2, 1961, had been received. The Supervisory Let ter  
addressed to the  Board of D irec tors  under date of May 2,1961, and  signed by Mr. 
Phil ip J. Mank, Superv isory Agent, was  read to the Board and  each paragraph  
discussed. The President  sta ted  th at  since the  le tte r and examination  had 
just  been received, that  a study was being made and corre ctive  actio n taken,  
where  needed, on all items covered in  the le tte r.”

I, Ludie  Cornwell, Secreta ry and Tre asu rer  of Fi rs t Federal  Savings and 
Loan Associa tion of Atlanta , cer tify  that  the  above is a tru e and correct copy 
of exce rpt from minu tes of meet ing of Board of Directors  of the Associat ion 
held on May 11, 1961.

j  Ludie Cornwell, Secretary and Treasurer.
May 12, 1961.
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F eder al H om e Lo a n  B an k  Board  
officf OF

SUPERVISORY AGE NT  
FTOERAI MOML LOAN BANK BI ILOING

Greensboro, N orth Carolina

May 30. 1961

W. West, J r .,  Pres ident  
al Savings and Loan Associa tion  
re et , N. E.

Atl ^R ta 3,lC'i or gi a  

Dear Mr. Wilt:

Thank you for vour le tt er  of May 12. 19b l, and excerpts 
from the minutes of the meeting of the board of directo rs  
of the associa tio n held on May 11, 19fel.

After the study referred  to in the res olu tion has been 
completed, please  forward to us, in du pl icate, a ropy 
of the report to the board of  directo rs as to the 
cor rective  action taken on all  items covered in our 
aupervisory le tt er .

S in cere ly  yours .

P h il ip  J.  Mank 
Su pe rvisory Agent

j

f
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EXCERPT FROM MINUTES CF MEETING OF SOARD OF DIRECTORS HELD CM JUNE 8, 1961:

"The nex t n a tt e r fo r co ns iderat ion was the supe rv iso ry  le t te r  of May 2, 1961 address ed 
to  the Board of  Dire ctor s in  connec tion  wi th the  Fe de ra l Hone Loan Bank Board re port  of 
exam inat ion and au di t made as  of March 2, 1961. The Pr es iden t st at ed  he would like  to 
re ad  a sta tem ent  made by Mr. John Wyman, Direc to r of  Supervi sion of the  Fe de ra l Home 
Loan Bank Board, in  ord er fo r the  Direc to rs  to  b e tt e r und ers tand the in te n t of  a super
vis ory  l e t te r .  He read  a por tion  of the  tes tim ony  of  Mr. Wyman bef ore  a Subcommittee 
of the  Committee on Government Op era tio ns , House of Rep resentat ives , mace in  June I960 
con cern ing Fe de ra l Home Loan Bank Board se izur e of Long 3each Fe de ra l Savings and Loan 
Assoc iat ion.

"Each item  in  the sup erv iso ry le t te r  was re read  and di scus sed.  The cri ti ci sm  of the 
Supervisory  Agent with re fe renc e to  schedu les  on pages 23, 2li, and 2$ of the examina
ti o n  was dis cu sse d and Mr. Hatcher reviewed the  correspondence had during the year  
I960 with Mr. Ph il ip  J . Mank concerning loans of  the type li s te d  in  the  schedu les .
Atte nt io n of the  Di recto rs was ca lle d to the  sta tem ent of  po lic y of the Board contained 
in  le t te r  from Mr. West, J r . to  the Supervi sory Agent on November 30, i960 as  fol low s:

•Our po licy  is  th at each loa n be appra ise d on i t s  own meri ts in  the 
li g h t of the  fi n an c ia l re sp o n si b il it y  of the borrower to  whom the 
As sociat ion looks fo r payment, the  se cu ri ty  and a l l  othe r at te nd an t 
cir cums tan ces , and each loa n must be acc epted or re je ct ed  in  the  
ex er ci se  of the best  judgment of  the  Loan Committee and the  Board 
of D ir ec to rs . 1

" I t  was po in ted  ou t th a t none of  the  loan s c r it ic iz ed  had eve r been fo re cl os ed . Ihe 
Board of Direc to rs  reaff irm ed  i t s  appro val  of the loa ns  con tain ed in  the  sch edu les  
and the sta tem ent  of po lic y re fl ect ed  in  Mr. West 's l e t te r .

"The Pr es iden t re po rte d th a t loa ns refe renc ed  in  comments 2-f  and 2-h as  no t conforming 
wi th re gu la tio ns  had now been brough t w ithin  con formity and the  cri ti ci sm  co rrec ted.  He 
al so  repo rte d th a t ap pr ai sa l re port  forms fo r re fin an cing  of exis ting loa ns  and fo r 
ad dit io nal  no tes  had been re dra ft ed  to show a se pa ra te  va luat ion fo r land and improvements.

"The cri ti ci sm  in  the supe rv iso ry  le t t e r  on loan  No. Iii29h on the  ground th a t a second 
mortgage to West Lumber Company in  the  amount of $253.00  had been paid from the  proceeds 
of the  loa n was dis cusse d a t len gth  by the Direc to rs . Mr. Hatcher pointed  ou t th at  the  
ap plica tion fo r the  loan came from a th ir d  pa rty and the  ex ist en ce  of a second mortgage 
appeared from an exam inat ion of t i t l e .  He fu rt her  po in ted out th a t a f i r s t  li e n  on the 
re a lt y  could be obtaine d on ly by payment of  the seconc. mortgage. I t  was the opinion  of 
Mr. Hatcher th a t the term 'f id ucia ry ' was an improper use  when re fe rr eo  to  the du tie s 
and ob liga tion s of a Board of  Dire ctor s and th at cert a in ly  the  payment of a second 
mortgage necessary to  the  ob tain ing of  a f i r s t  li e n  by the  As socia tio n ai d ho t v io la te  
any recogn ized princi ple s governing  th e duties  ano ob lig at io ns  of the  Board of Direc to rs . 
I t  was the consensus of the  Board th at the  payment of the second mortgage was not im
pro per .

"The re fe renc e to  schedu le 7 concerning the number of  Dire ctor s autho riz ed  by the  sha re
hol de rs ' meeting on January  6,  1936 was di scus sed.  Ihe only reference in  these minutes 
concern ing the number of Direc to rs  was in  the  bylaws which were adopted a t th a t meeting  
which st at ed :

'Ih e bu sin ess of the as so ci at io n sh all  be conducted under  the 
d ir ec ti on  of the  board  of d ir ec to rs  of no t le ss than fi ve nor 
more tha n fi ft e en  as  fix ed  by the  vote of  the  members a t the  
f i r s t  meeting of the  members of the  a ss o c ia ti o n .'

FIRST FEDERAL SAVINGS 8 '•''.'OrvT'ON OF ATLANTA

74890  O - P t. 3 - 2 3
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s t i S n b e r n 28 a S 1 9 ? l e d  t 0  m i n u t e ? o f  s p e c i a l  m e e ti n g  o f  th e  s h a r e h o ld e r s  h e ld  on  
o e p te n b e r  2 8 , 1931*, a p p a r e n t ly  o v e r lo o k e o  by  th e  e x a m in e rs , r e a d in g  a s  f o ll o w s :

'M o ti o n  d u ly  m ad e,  seco n d ed  and  u n an im o u s ly  c a r r i e d  t h a t  th e  
d i r e c t o r s  o f  th e  F i r s t  F e d e r a l  S a v in g s  an d Lo an  A s s o c ia t io n  
be f ix e d  a t  1$ .»

d i s c u s s i o n  o f  t h e  s u p e r v i s o r y  l e t t e r ,  m o ti o n  was  made by  M r. H end le y  
seco nded  ^ c a r S d ^  n a n a g e i n e n t  h a d  i n  h a n d l in g  th e  l e t t e r .  M otion

J

FIRST FEDERAL SAVINGS S LOAN ASSOCIATION OF ATLANTA
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E xhi bi t N o . 16 .— R es ol ut io n A dop te d  by F irst  F ed eral  Savings and  Loan  
A ss ocia ti on  o f  A tl anta , A tla n ta , G a ., J uly  19 61 , R ev oki ng  th e  J oh nso n- 
W yman L et te r  o f  A pril  14, 19 58 , as W ell as T ho se  R es olu ti ons  Passed  by 

th e  Boar d , J un e 17, 195 8.

Mr.  George W. West , S r.  recommended pa ss ag e of  and  prop osed  th e  fo ll ow in g  

re s o lu ti o n  to  th e Boa rd , which a f t e r  le n g th y  d is c u ss io n  th ere o n , was duly  pas se d:

WHEREAS t h i s  Board re cogn iz es t h a t  c o n ti n u a l c r i t ic is m s  by  Mr. John  M.

Wyman, D ir ec to r of D iv is io n  o f S uperv is io n , and  h is  o f f ic e , even p r io r  to  195U, 

were no t j u s t i f i e d  by  any  v io la t io n s  by  management of  law , ru le s  or  r e g u la ti o n s ,

WHEREAS even  thou gh  Mr. Wyman in  a l e t t e r  of  November 1 , 195U to  Mr.

Moyer  Sin k,  P re s id e n t of  th e  F eder al  Home Loan  Bank of  G re en sb or o,  s ta te d  "most

of th e  su p e rv is o ry  c r i t ic is m s ..................ha ve  be en  d is pose d o f ,"  th e  l e t t e r  co nc lude d

w ith  th e f u r th e r  st a te m ent th a t  " . . .  .t h e  le nd in g  a c t i v i t y  j u s t  d escri bed  c le a r ly  

ig n o re s th e w ell -r eco g n iz ed  p r in c ip le  t h a t  th e  lo an  per ce n ta ge shou ld  be bas ed  on 

app ra is ed  v a lu e  o r sa le  p r ic e  which ev er  i s  le s s  . . . .  we r u s t  i n s i s t  th a t  th e  

a s s o c ia t io n 's  le nd in g  p ra c ti c e  be re v is e d  acco rd in g ly  and you shou ld  so  adv is e  th e 

a s s o c ia t io n 's  Board o f D ir e c to rs ,"  wh ich  st a te m en t cau sed t h i s  A sso cia ti on  to  

re q u e s t a m ee ting  w ith  th e F ed er al  Home Loan Bank Board (o f which  Mr. ’a l t e r  

M cA ll is te r was th en  Cha irman and  Mr. I r a  Dixon was th en  a member),  a t  wh ich  mee tin g 

t h i s  A ss ocia ti on  was re p re sen te d  by  M es sr s.  George W. ’Wes t, S r . ,  George W. L est , J r . ,  

Jo se ph  S. Shaw, Horace R u sse ll , and  H erb ert  Jo hn so n and a t  which  m ee ti n ' th e  Board 

c a ll e d  in  Mr. Wyman, Board Co unsel  Mr.  C re ig hto n and  Board S e c re ta ry  J .  F ra n c is  

Moo re,

WHEREAS th e Fed er al  Home Loan  Bank Board  a t  th e m ee ting  was in fo rm ed  

th a t  th i s  A sso cia ti on  wo uld  ab id e by  an y re g u la t io n  r e q u ir in g  th e lo an  pe rc en ta ge 

to  be ba se d on appra is ed  va lu e or  s a le s  p r ic e  which ev er  was lowe r b u t would  not  

re co gniz e such  a d ir e c t iv e  fro m su p e rv is io n  no t su pp or te d by  la w , ru le s  o r re g u la 

t io n s ,

WHEttEAS o f f ic e r s  of  t h i s  A sso c ia ti o n  co nc lude d th e r e a f te r  th a t  a l l  

c r i t ic is m  had be en  c o r re c te d ,’ b u t an  ex am in at io n of  Ja nuar y  ll i,  195 7, re po rt ed  

to  th e A sso cia ti on  on December 2,  195 7, "ad mo nis hed " th e  A sso cia ti on  th a t  i t  had 

no t c o rr e c te d  v a ri o u s p r a c t ic e s , which r e p o r t  caused  t n i s  Board to  appoin t a 

s p e c ia l comm itte e wh ich  hel d  num erous m ee tings and made i t s  own in v e s ti g a ti o n  of
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off ic ers  ana customers  and caused the  Board to send to  .ashington the  Assoc ia tio n's 

lawyer,  Mr. Herbe rt Johnson, to  con fer with Mr. Wyman and fin d ou t what he had in 
mind,

WHERSAo, as a re su lt  of two or  th re e conferences between Mr. Johnson and 

Mr. Wyman, Mr. Johnsen re po rte d to  the  3oard th a t Mr. Wyman in si st ed  th a t both 

Chairman West, Sr.  and Pr es iden t West, J r . be discha rged both from of fi ce  and from 

the  Soard, th at Mrs. Mari lu Ilobley be removed from the  Board and th a t fou r new 

Soard members be named,

WHE.iEAS a compromise was th ere aft er reached between Mr. Wyman and Mr. 

Johnson re fl ec te d  in  a le t te r  w ri tten  by Mr. Johnson to Mr. Wyman dated  Apr il I4 , 

1958 inc lud ing  the  proposal th a t Mr. West, Sr . re sign  from the Board and as Chairman 

and leave the  prem ises in  ord er th at  Mr. Wyman might  "determine the  competency o f 

Mr. ’West, J r. "  and th is  Board was acvis ed  th a t un les s thes e requ irem ents of Mr.

Wyman were met, the  o ri -i n a l pro pos al from Mr. Wyman only could be considered,

WHEREAS Mr. West, Sr . did then confer with  Mr. Wyman and rece ive con

fir mat ion of the proposal and did  the n about the  f i r s t  of Apr il 1958 advise Messrs 

Robertson , Dixon, and Hallah an,  then members of the  Board, of the  pro posal  of Mr. 

Wyman th a t he re sign  and leave the prem ises  in  orde r th a t the  competency of Hr.

West, J r . as Pres ide nt might be dete rmi ned ,

WHEREAS th is  Board of Dire ctor s as then co ns tit ut ed  knew th a t the 

re la ti ons between i t  and the supe rv iso ry  au th ori ti es were consi der abl y st ra ined  

and th at se izure of th e Assoc iat ion  by Mr. Wyman’s off ic e was then  probable,  and 

based upon th is  re a li za ti on  th is  Board did  accept the pro posal s of Mr. Wyman and 

Mr. West, Sr . did  then  re sign  from the  Board,

WHEREAS on June 17, 1958 Mr. John Fogarty , Pr es iden t of the Fed era l Home

Loan Bank of Greensboro, and Mr. Phil ip  J . Mank, Sup erv isory Agent, met with  th is

Board and req ui red th is  Board to adopt the  fol low ing  re so lu tion s;

"BE IT RESOLVED th at  the  as so ci at io n make no loan on the  
se cu ri ty  of re a l est a te  in  which any d ir ec to r,  o ff ic er,  
employee or at to rn ey  of the as so ciat io n has a d ir ec t or 
in d ir ec t in te re st  or has had fo r the  pa st  twelve  months,
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or  to  a purc hase r fro m an y co rp o ra ti o n  in  which an y suc h 
per so n has  an  i n t e r e s t  in  ex ce ss  of  2 per cen t,  ex ce pt 
a s  ex p re ss ly  p erm it te d  by  th e re g u la ti o n s , or  as necess a ry  
to  sa lv ag e th e a s s o c ia t io n ’s in ves tm en t in  r e a l  e s ta te  in  
Meado wc lif f S ub d iv is io n ."

"BE IT RESOLVED th a t  ag re em en ts  w it h  se co nd  mor tgag e ho ld ers  
be  li m it e d  to  th e  va lu e  of  th e ir  seco nd  mor tga ges and  th a t 
an y conveyance  o f p ro p e rt y  be  d e fe rr ed  u n t i l  th e d a te  when 
th e  a s s o c ia t io n 's  f i r s t  mor tgag es  on th e  p ro p e r ti e s  on an  
o v e ra ll  b a s is  a re  re duc ed  so  as  no t to  exce ed  80za of  val ue  
a s app ra is ed  on d ate  o f co nv ey an ce ."

"BE IT RESOLVED th a t  th e  pu rc ha se  of  m a te r ia ls  fo r  co irrole tin g 
co n s tr u c ti o n  on r e a l  e s ta te  owned by  th e  a s so c ia ti o n  be made 
on th e  b a s is  o f com pet it iv e b id s,  excep t when v e ry  sm al l 
amoun ts of  m a te r ia ls  a re  in vo lv ed ."

* WHESA3, im p li c a ti o n s  con ta in ed  in  th e  l e t t e r  of  Mr. Jo hn so n to  Mr. Wyman

of  A p ri l lb , 1958 th a t  th i s  A sso c ia ti o n  ha s be en  g u i l ty  of  co nd uc t p ro h ib it e d  

th er eb y  a re  er ro ne ou s and m is le ad in g  and  th e re b y  dam agin g to  th is  A sso cia ti on  

and  th e  p ro posa ls  o f such  l e t t e r  at te m pt to  r e s t r i c t  th e  a u th o r it y  of  th is  Board 

in  m a tt e rs  no t p ro h ib it e d  by  la w , ru le , or  r e g u la ti o n ,

’.•JHEREAS th e  ap pro val  by  th i s  Boa rd of  th e p ro po sa ls  co n ta in ed  in  th e  l e t t e r  

fro m Mr.  Joh nson  to  Mr. Wyman date d  a r i l  lb , 1958 and th e  re so lu ti o n s  of  th e Board 

of  June  x i , 1958 we re en te re d  un de r d u re ss  and  w it hou t freedom  of  d is c re ti o n  w ith  

wh ich  th i s  Boa rd i s  endowed,  and

WHEREAS th i s  Board f e e ls  th a t  i t  i s  e n t i t l e d  to  th e  f r e e  ex e rc is e  by  i t  of  

th e  d u ti e s  and  a u th o r i ti e s  v es te d  in  i t  by law and  ru le s  and re g u la ti o n s  duly  prom ul  

g a te d ,

BE IT RESOLVED th a t  th e  l e t t e r  of  A p ril  lb , 1958 fro m Mr. Jo hn so n to  Mr. 

Wyman be  made a p a r t  o f th e  m in ute s of  th e A sso c ia ti o n , and

BE IT RES LVED th a t  th e  ap pr ov al  of  t h i s  Board to  th e l e t t e r  of  Mr. Jo hn so n 

to  Mr. Wyman date d  A p ri l l b ,  1958 and  th e  r e s o lu ti o n s  of  Jun e 17 , 1958 be re p e a le d , 

re vo ked , and ab ro gate d .
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Exhibit No. 17.—Correspondence Between the Federal Home Loan BankBoard, Washington, D.C., and First Federal Savings & Loan Association of Atlanta, Atlanta, Ga., and Other Material Relative to the Examination and Audit of the Association as of January 14, 1959
Federal Home Loan Bank Board,

Office of Supervisory Agent,
Greensboro, N.C., April 29,1959.Board of Directors,

First  Federal Savings d Loan Association,Atlanta, Ga.
Gentlemen : We enclose report of examination and audit  of your association made as of January 14, 1959, by the Division of Examinations of the Federal Home Loan Bank Board. We request th at you review the ent ire report carefully, giving especial consideration to the following comments:Comment 2-b refers to certain  schedules in the report listing a number of <loans where the  borrower had littl e or no equity in the property. While we appreciate the circumstances under which these loans were made, we are calling it to your attention with the suggestion tha t this type of lending activity be discontinued as soon as practical.
Comment 2-b(5) cites a change in the association’s security deed form which *was approved by the executive committee and deferred by the board of directors until this change had been prepared by the association’s attorney.  Please advise us as to the current  sta tus of this  change.
The unearned profit on real estate  sold should be removed from the association’s Real Esta te Owned Account and recorded as a deferred credit. In adjusting unearned profit on the sale of real estate which was previously credited to income, the association’s transfer to required reserves for the year 1958 was $1,379 short of the minimum requirement. We request tha t you advise us tha t both of these adjustments have been made on the association’s records.The examiner cites three internal control weaknesses in Comment 7-b. Please advise us of the specific action taken to correct each of these items.The deferred compensation contracts do no comply in all respects with the Board’s stated policy which is outlined in detail on pages S-44 and S-45 of the Service Manual. The total obligation or liability of the association as to each partic ipant should ei ther be sta ted in or be determinable from the  plan or contract. In these contracts the provision for pension payments in event of disability, or for life rath er than for a certain number of years  is unobjectionable from a supervisory standpoint provided such liability is fully funded by insurance with an insurance company. The other requirements shown as items 5, 6, and 7 in the  “Service Manual” and which refer to the funding of the liability, the termination of the plan or contract, and terms in event of default of the association should also be complied with in these agreements. Please advise us of the specific action which will be taken in thi s matter.

After you have considered the report and this lette r and have taken such action as is required, please send us two certified copies of excerpts from your minutes setting forth the action taken on each point discussed. All correspondence referring to the supervisory letter should be submitted in duplicate also.
Yours very truly, *

Philip  J. Mank, Supervisory Agent.
excerpts from the report of examination and audit of the association

b. Lending policies and procedures (
(1) Commissions to real estate  agents.—During the period under review the Board of Directors authorized the officers to pay brokerage commissions to  real estate agents in order to obtain up to a maximum of $2,509,000 in conventional loans. As of the examination date, commissions aggregating $16,254,50 had been paid to 34 different real esta te agents to obtain loans totalling $1,631,850. Commissions on all but one of the loans was at 1 percent and on tha t one, one-half of 1 percent
(2) Equity  of borrowers.—Attention is directed to the schedules of “rollover” loans, loans made to purchasers of properties from West Lumber Company, and loans to purchasers of properties from Home Owners Company which are a par t of Comment 2-a. Attention is also directed to the schedules of



STUD Y OF TH E FEDERA L HO ME  LOAN BAN K BOARD 341

purchase money mortgages made by the association which are a par t of Com
ment 3. These schedules show that association borrowers were granted loans 
both before and a fter  April 14, 1958, without having any equity in the properties.

(3) Interest of directors, officers, and employees in loans or properties secur
ing loans.—In its lette r to the Director  of the Division of Supervision on April 
14, 1958, the association agreed, among other things, (1) not to make any loan 
on property on which the West Lumber Company will have a second mortgage 
and (2) not to make any loan on property on which the Home Owners Company 
will have a second mortgage.

At a special meeting held on June 17, 1958, the Board of Directors passed 
the following resolution:

“Be it resolved, That  the association make no loan on the security of real 
estate  in which any director, officer, employee or attorney of the association 
has a direct or indirect interest or has had for the past twelve months, o r to a 
purchaser from any corporation in which any such person has an interest in 
excess of 2 percent, except as expressly permitted by the regulations, or as 
necessary to salvage the association’s investment in real estate in Meadowcliff 
Subdivision.”

No exceptions were noted to the policies stated  above.
(4) Appraisals.—At its meeting held on May 7, 1958. the Board of Directors 

passed the  following resolution :
“Be i t resolved, That the association is authorized to make a loan a fter one of 

the authorized appraisers has submitted a signed appraisa l of the real estate 
security and may also make any insured or guaranteed loan on the basis of the 
evaluation of the real estate  security furnished  to the association by the in
suring or guaranteeing agency.”

(5) Insurance.—In its lette r to the Director of the Division of Supervision 
on April 14, 1958, the  association agreed tha t it would not require any borrower 
to carry  hazard insurance through the Home Owners Company. It  further  
stated tha t the person taking loan applications will tell all prospective bor
rowers tha t fire and extended coverage insurance is required and ask if they 
have a preference as to agency. If the borrower names a choice, his choice 
will be accep ted; if not, the Home Owners Company will be suggested. The 
borrower can accept or refuse this  suggestion. The lette r fur ther stated tha t 
the borrower or any subsequent purchaser shall have the  righ t to change insur
ance on any anniversary date of the policy.

It was the consensus at the Executive Committee meeting held on April 16, 
1958, tha t the association should accept insurance furnished  by the customer 
in any company whose record for payment of fire insurance losses was satis 
factory  to the association, and the “Application for Loan” and deed forms be 
referred to the attorney for modification.

On April 23, 1958, the Executive Committee made the following specific rec
ommendations in respect to fire insurance: (1) on the fron t of “Application 
for Loan” form at the bottom of the page, the last part  of the last sentence 
be stricken which reads “* * * through an agent in a company designated 
by the lender;” (2) tha t the association require adequate insurance against 
fire and extended coverage; and (3) tha t Item No. 5 of the security deed be 
changed which reads “* * * to designate the agent and the company and the 
amount of all insurance covering the said property tha t is to be carried  * * *” 
and tha t it be referred  to our attorney to prepare a clause similar to tha t 
used by the VA, FHA, and FNMA. At its meeting held on May 7, 1958, the 
Executive Committee recommended tha t the sentence on the application form 
which refers  to insurance coverage be changed to read “* * * also agrees to 
furnish adequate insurance against fire and extended coverage.”

On May 7, 1958, the Board of Directors adopted all recommendations of 
the Executive Committee in regard to fire insurance coverage except the  change 
in the security deed form. Approval of the recommended change in the deed 
form was deferred until  such a clause was prepared by the attorney.
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As of the  da te of the examination the  appl ication form has  been changed as recommended, but the deed form stil l read s “to keep all of said  property insured again st loss by fire and  oth er losses included in the  term  ‘extended coverage,’ with  the  right on the pa rt  of Grantee  to designate  the agent  and the  company and the  amount of all  insurance  covering the  said prop erty  * * *” 
c. Loans assumed by West Lum ber  Company, Inc., and Home Owners Company

During the period unde r review both West Lumber Company and Home Owners Company assumed loans made by the association to individual s. Dates of these  assumptions extended throug hou t the  period  under review. All loans assumed were granted  pr ior  to April 14, 1958. (See the  following two schedules for a lis t of the  loans involved.)
* * * * * * *

6 . L IQ U ID IT Y  A
On two days during the  period und er review the  liquidity ra tio  of the  asso ciation fell below 6 percent. On both of the  days loans  were gran ted. (See schedule  which follows.)

D ate
L iq u id it y

ra ti o
(p er ce nt)

Loan s g ra n te d

N u m b er A m ount

Jan . 24, 1958_______________________ 5.9 8 $110 460Jan . 29, 1958_____________________ 5. 8 5 58, 565

7.  GENERALa. Personnel changes
Effective April 15, 1958, George W. West, Sr., resigned as a Dire ctor  and as Chai rman  of the Board. At the  reg ula r meeting of the Board held on April 11,1958, he was elected Hon orary Cha irma n of the  Board,  a position, as sta ted  in the minu tes of that  meeting, which car ries no duties, obligations, or author ity  connected with the associa tion, or any act ivity connected with  the  association, or any right to office or desk space. It  is noted th at  the financia l stat eme nt of Fi rs t Federal  for December 31, 1958, shows George W. West, Sr., under the heading “Directo rs” with the not ation “Hon orary Cha irman (R et ired )” unde r his name.
At the  regula r Board meeting held on April 11, 1958, the  resignat ion of Mrs.Marilu Mobley as a dire ctor was  accepted. At the same meeting Mr. George W. West, Jr.,  tendered  his res ignation as a member of the Executive  Committee.This r esignatio n was also accepted.
At the  adjo urned special  meeting of the  Board of Directors held on Feb ruary 24, 1958, Mrs. Mobley informed the  B oard  that  she would resign as a dire ctor  of Home Owners Company; Mr. George W. West, Jr.,  also informed the  Board th at  he would resign  as a director of both Home Owners Company and West Lumber Company, Inc. AAt the regula r Board meeting of May 7, 1958, George W. West, Sr., informed the Board that  he had sold his stock in Home Owners  Company and th at  ne ithe r he nor any member of his immediate family owned any stock in Home Owners Company.
At a special meeting of the Board  he ld on June  17, 1958, P ete r J . Stelling, Fred IB. Moore, and Herm an W. Lay were  elected  to serve as dire ctor s unti l the next shareholders’ meeting.
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b. Intern al control
Since the  date of the las t exam ination, the  assoc iation has ini tia ted  the  pro

cedure of recording collections of mortgage  life insu rance p remiums on th e books 
of the assoc iation. However, the re is often times a lag between the  da te of col
lection and the  dat e of recorda tion.

Some examples a re shown below.

D ate  of t ic ke t Pay ee A m oun t D ate  o f 
re co rd a ti on

Ju ly  28, 1958 .................. ......................... C ar sw el l_________ $1.43 A ug . 7,1958
'D o ' - - _________________________________ W ood____________ 1.77 Do.

J u ly  24, 1958 — _____ _______ _____ __________ H u d d le s to n ______ 3.20 A ug . 14.1958
A ug . 11, 1958 -- - ____________________ B ea rd ____ _______ 3.2 9 A ug . 21,1958
A ug  1, 1958 B err y ___  ______ 2.4 3 Do .
A ug . 7, 1958 . _______  - ____________ Sch ol s__________  . 4.6 4 Do.
A ug  V , 1958 G ra h am ______ . . 3. 76 Do .
A ug . 8, 1958 - - ________  - ______ G ri ff in ________  _ 1.46 Do.
J u ly  14, 1958 . .  ________  ___ ______ L eo n ard . ______ 2.2 0 Do.
A ug . 11, 1958 __________________ L o v in ____________ 2.67 Do .

It  was  also noted th at  rece ipts from the  sale  of coin banks were allowed to 
accumulate and posted a t irr egula r inte rval s.

Savings passbooks are  not prenumbered  by the  pr in te r; the re appears  to be 
no contro l over th e passbooks.

Inactive savings account cards hav e been segregated  and are  kep t under lock 
and key. Keys ar e kep t by thre e of the tellers.
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Pen sion , R eti re m ent and 
D efe rred Co mpe nsat ion  I 'l a ns

S upe rv is o ry  experience s over th e  la s t  seve ra l ye ars  in  co nnection  w it h  
a wide v a r ie ty  o f pens ion,  re ti re m e n t and de fe rr e d  compe ns at ion plan s p ro 
posed o r ad op ted by in sure d in s t i t u t io n s ,  have c le a r ly  shown c e r ta in  ele men ts 
to  be e s s e n ti a l to  th e main tena nce o f  sound f in a n c ia l p ra c ti c e . These e le 
ments are h e re in a ft e r  o u tl in e d  as gu id es which  w i l l  be used in  our sup e rv is o ry  
re vi ew  and a c ti o n  w it h  re spect to  any such p la n s .

I t  should , o f  cours e, be re cogniz ed th a t thes e p r in c ip le s  are ap p lied  
in  terms  o f su bs tanc e ra th e r  than  mere te c h n ic a l i t y ,  th a t in  some s ta te s  th e re  
are s ta tu te s  s p e c if ic a l ly  govern in g  such p lans in  s ta te -c h a rte re d  in s t i t u t io n s ;  
and th a t le g a l questions in vo lv e d  in  any in s ta nce m ight re q u ir e  le g a l re vi ew  
o f th e p a r t ic u la r  pl an and c o n tr a c t.

C o n s id e ra ti o n . The exp ense or o b li g a t io n  o f  the a s s o c ia ti o n  sh ould no t 
be exce ss iv e .

\
T h is , o f  cours e, ts  a r e la t iv e  m a tt e r th a t must  be de cide d on th e 
bas is  o f th e fa c ts  o f  th e  p a r t ic u la r  ca se ; bu t th e cost sh ou ld  be 
re as on able as re la te d  to  th e c o n s id e ra ti o n  re ce iv ed  by th e as so 
c ia t io n ,  to  th e co mpe ns at ion and te rm  o f employment  o f th e o f f ic e r  
o r em ploy ee , and to  th e means o f  th e in s t i t u t io n .

2 . P a r t ic ip a n ts . The p a r ti c ip a n ts  in  such a p la n , pa id  fo r  in  wh ole  o r  
in  p a rt  by an a s s o c ia ti o n , sh ould  be li m it e d  to  i t s  s a la r ie d  o f f ic e r s  
and employee s who are a c t iv e ly  eng aged in  th e da y-t o -d ay  d u ti e s  o f 
o p e ra ti o n .

Sound j u s t i f i c a t io n  fo r  such  expense on th e  p a r t o f an asso 
c ia t io n  does not ex te nd  beyond pe rson s who d e ri v e  th e i r  l i v e l i 
hood fro m employment  by i t ;  i t  does no t ex te nd to  d ir e c to rs  
as su ch .

3> Employment C o n tr a c t. Th ere should  be no p ro v is io n  th a t o b li g a te s  th e 
in s t i t u t io n  to  employ  any pe rson  beyond  th e 'l a te  o f the n e x f re g u la r 
e le c t io n  o f  d ir e c to rs ,  no r th a t ,  e i th e r  by p ro h ib it io n  o r by im po sing  
econ om ic sa n c ti o n , p la ce s any o b s tr u c ti o n  in  th e  way o f fr e e  e xe rc is e  
by th e bo ard o f  d ir e c to rs  o f th e du ty  o r  d is c re t io n  pro vi ded by law , 
c h a r te r , by law o r re g u la ti o n  as to  t h e i r  employment  o r te rm in a ti o n  o f  em
ploy men t o f any o f f ic e r  o r em plo yee..

4. Amount o f th e A s s o c ia ti o n 's  O b li g a t io n . The t o t a l  o b li g a ti o n  o r l i a b i l i t y  
o f  th e a s s o c ia ti o n  as to  each  p a r t ic ip a n t  sho uld e it h e r  be s ta te d  in  o r 
be de te rm in ab le  fro m th e p la n o r c o n tr a c t In  some in sta nces the amount 
o f  th e l i a b i l i t y  is  de te rm in ab le  on ly  a c tu a r il y  (e  g.  p ro v is io n s  fo r  
pe ns ion payments in  even t o f d i s a b i l i t y ,  o r fo r  l i f e  ra th e r  than  fo r  a 
c e r ta in  number o f  y e a rs ) ; th is  is  u n o b je c ti o n a b le  fro m a su p e rv is o ry  s ta nd
p o in t p ro v id ed such l i a b i l i t y  is  f u l l y  fun ded by in su ra nc e w it h  an insu ra nc e 
comp any.
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I t  is  o b v io u s ly  in d is p ensa b le  to  sound f in a n c ia l p ra c ti c e  th a t 

an a s s o c ia ti o n 's  l i a b i l i t y  un de r such a p la n be known, re cogn iz ed , 

and p ro v id ed fo r .

5 . Fund in g . The a s s o c ia ti o n 's  l i a b i l i t y  in  re spect to  each p a r t ic ip a n t  

sh ould  be f u l l y  fun ded so as to  a f fo rd  p o s it iv e  as su ranc e a g a in s t th e 

accum ula tion o f  an unre co gni ze d l i a b i l i t y  and a g a in s t d e fe r ra l to  fu tu re  

pe riods o f c u r re n t o p e ra tin g  costs

Th is  may be ac co mpl ishe d in  a v a r ie ty  o f ways: Fu nd ing o f  th e 

o b li g a t io n  in  f u l l  a t th e o u ts e t i f  th a t is  p ra c ti c a b le ; the 

pu rcha se  o f  in sura nce cove ri ng  a l l  o f  th e o b li g a t io n s ,  w it h  th e

*  premium payable  p e r io d ic a ll y  as a c u r re n t o p e ra ti n g  ex pe ns e;  by

p ro - ra ta  payment  in to  a fund  and ch arge  to  expense  in  each f is c a l  

p e ri o d  d u ri n g  th e re maind er  o f th e p a r t ic ip a n t 's  no rmal employment  

so th a t th e cost f a i r l y  a p p li c a b le  to  each f is c a l  pe ri o d  w i l l  be 

so 'c harg ed and so th a t none o f th e cost w i l l  remain to  be charged 

o r  ab so rbed  a f t e r  th e f is c a l  pe ri o d  in  which  th e  no rmal employment  

o f th e p a r t ic ip a n t  te rm in a te s .

As to  o b li g a t io n s  th e am oun t'o f which  are no t de te rm in ab le  d e f in i t e ly  

o r w it h  such c lo se  appro x im a tion  as to  leav e no m a te ri a l ques tion , 

th e  on ly  p r a c t ic a l mai .her o f " fu n d in g ''  c o n s is te n t w it h  th e fo re 

go in g is  by means o f in sura nce w it h  an in sura nce company.

6 . T e rm in a tion  o f  th e Flan  o i C o n tra c t. The pl an o r c o n tr a c t sh ould  pe rm it  

th e  bo ard o f  d ir e c to r s  o r t h e i r  suc ce ss or s a t any tim e to  te rm in a te  th e 

p la n  o r c o n tr a c t and any o b li g a t io n  beyond th ose  th e re to fo re  f u l l y  fu nded , 

and  to  d is c o n ti n u e  th e making o f any payments  th e re u nde r.

F a il u re  to  pre serv e  such  fre ed om  cou ld  w e ll  opera te  to  de p ri ve  thos e 

re sp o n s ib le  in  th e  fu tu re  fo r  th e  a s s o c ia ti o n 's  o p e ra ti o n  o f  th e  

fre edom  nece ss ar y to  a d ju s t i t s  a f f a i r s  and o b li g a ti o n s  to  changed 

co n d it io n s  and means and th us make th e in te re s ts  o f o f f ic e r s  and 

employee s pa ram ount to  th e in te re s ts  o f  th e members.

7. D e fa u lt  o f th e  I n s t i t u t io n . The p la n o r c o n tr a c t sh ould  p ro v id e  th a t a l l  

o b li g a ti o n s  o f th e  a s s o c ia ti o n  th e re under not th e re to fo re  f u l l y  fun ded

• s h a ll  te rm in a te  a u to m a ti c a ll y  in  ev ent o f d e fa u lt  as d e fi n e d  ip  T i t l e  IV  

o f  th e N a ti o n a l Ho us ing  A c t.

Wh ile th e fo re g o in g  s la te s  the fu nd am en ta ls  o f m a te r ia l su p e rv is o ry  in te re s t  

in  ev ery in s ta n ce , a d d it io n a l m a tte rs  may need to  be co nsid ere d in  th e  l i g h t  

o f  the fa c ts  o f th e  p a r t ic u la r  p la n  or c o n tr a c t.

S -4 5.
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Ma y 18, 1959

4
M r.  P hil ip  J. Man k,
S up er vis ory  Ag ent 
F ed er al Ho me  Loan Ban k Boa rd  
F ed era l Ho me  Loa n Ban k Bu ild in g 
G re en sb oro , N.  C.

Der .r Mr. Mank:

At ou r boa rd .o f d ir ecto rs m ee ti n g  on Ma y 15, 195 9, yo ur  su p erv is ory  
le tt er  and  the  ex am in at io n and au di t fo r the  a ss o c ia ti o n  mad e on 
Ja nu ar y 14, 1959, was  su bm it te d  by  m e to the  bo ar d as re  gueste d  in 
yo ur  le tt er  of A pri l 29 , 1959.  Th e fo llo w in g is  a qu ot at ion from  ou r 
bo ar d m in ute s as- to  th ei r im m ed ia te  ac tion :

"A fte r co m ple tion  of d is cu ss io n  of  the  S up er vis ory  A ge nt' s le tt er  and  
the pro pos ed  re ply , M r.  H en dle y m ov ed  tha t a co py of  ea ch  of th ese  
le tt e r s  be fu rn ishe d the  D ir e c to rs  fo r fu rt her  co n si d er ati on , and  that  
the P resi d en t be ask ed  to  not ify M r.  Mank by le tt er  that  a thorough  
st ud y was  be ing mad e and  a re p ly  wo uld  be re ad y at th e ne xt  m ee ting  
of  the  Boa rd . Motion  se co nded  and  ca r r ie d . "

You rs  very  tr u ly .

G eo rg e W. «*. e s t , Jr.
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June 5,1959.
Mr. Philip  J. Mank,
Supervisory  Agent, Federal  Home Loan Ba nk Board,
Greensboro, N.G.

Dear Mr. Mank : We have received through the president of the association 
your supervisory lette r of April 29th, with its enclosed report of examination 
and aduit for the Firs t Federal Savings and Loan Association of Atlanta made 
as of January 14, 1959. We have reviewed it in grea t detail and the following 
is the result of our findings and findings and action.

Comment 2-b which refers  to certa in schedules in the report wherein the 
borrowers had little  or no equity in the property has been reviewed carefully 
and closely by us and in each incident these were not loans but were sales under 
purchase money security deeds which were sold pursuant  to a salvage operation 
which was approved by us and reflected in previous board minutes as each in
cident arose. We understand the  char ter provision of 80 percent limitation of

> home loans of the association and agree with your suggestion tha t this will he
discontinued as soon as practical.

Comment 2-b (5) with reference to the association’s security deed, we are 
attaching herewith excerpts from our today’s minutes which is a formal report

. from the association’s attorney.
The unearned profit on real esta te sold has been removed from the associa

tion’s rea l estate  owned account and recorded as a deferred credit  and will ap
pear on the May 31st statement of condition. With reference to the associa
tion’s unearned profit on the sale of real estate previously credited to income 
and its tran sfer to required reserves in 1958, being short by $1,379.00, our Con
troller and accountant explains to us tha t they do no t believe that our reserve 
requirement was short because tha t the $27,541.08 which you have deducted from 
our total reserve for losses on Exhibit  C, page 5 of the audi t was incorrect be
cause it was actually earned income and received in cash in 1958, and, there
fore, it was an earned profit.

The Inte rnal  Control weaknesses noted in Comment 7-b have been changed 
as follows:

1. Mortgage life insurance premium payments are recorded and deposited the 
same day they are received.

2. Coin Bank sales are posted and recorded daily.
3. Savings passbooks have been placed under the control of the Administrative 

Vice President and pre-numbered. We are in a transi tion period of style of 
savings books and, therefore, are  required to maintain  a few unnumbered books. 
However, this transi tion period should be accomplished to a high degree within 
a few months.

4. Inactive savings account procedures were adopted under the supervision of 
our Executive Vice President, Mrs. Marilu Mobley, who reported to us t hat  you 
had approved this procedure. Mrs. Mobley reports to us today tha t she is in 
the process of reviewing these procedures with you by correspondence and we 
shall be guided by your recommendation.

With reference to deferred compensation contracts, attached are excerpts from 
our minutes of our action on this  matter .

Thanks for your prompt reporting on this examination and audit  to us and 
we hear from our officers that  your examination team was most pleasant  to work

1 with and very helpful.
Yours very truly,

George W. West, Jr.,  Pre sident ; Herman W. Lay, Director; E. W. 
Gottenst rator, Direc tor ; Fred B. Moore, Director; T. O. Hath- 
cock, D irec tor ; E. Ralph Paris,  Director; Albert G. Hendley, Di-

7 rec tor ; Peter J . Stelling, D irec tor; Thomas J. Hicks, Jr., Director.

“The report of the Examination and Audit of the Association made as of 
January 14, 1959, and the let ter  of April 29, 1959 from Mr. Philip J. Mank, 
Supervisory Agent, were again review’ed and discussed.

“With reference to the change in the Security Deed, Mr. Johnson stated that  
the word “agent” was being stricken  from section 5 of the Security Deed until 
a new form could be put in use, and tha t this and other changes not pertaining 
to insurance were being considered and a report would be made at the next 
meeting. Motion was made by Dr. Hicks tha t Mr. Johnson’s report be approved. 
Motion seconded and carried.
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“A proposed reply  to Mr. Mank’s le tte r was dra fted and  af te r discuss ion of each  paragraph , motion was made  by Mr. Hendley that  the reply be approved and  signed by each Director pre sen t and  forwrarded to Mr. Mank, a copy to be made a p ar t of these minutes. Motion seconded and  ca rrie d.”I, Zola Mae Mitchell, Assis tan t Secreta ry of Fi rs t Federal  Savings and Loan Association of Atlanta , cer tify  th at  the above is a tru e and corre ct copy of excerpt  from minu tes of meet ing of the Board of Directors  held on J une 5, 1959.
Zola Mae Mitchell, Assis tan t Secretary .J une 5, 1959.

J une 26,1959.Mr. P hi lip J.  Mank ,
Supervi sory  Agemt,
Federal Home Loan Bank Board,
Greensboro, N.C.

Dear Mr. Mank : Enclosed ar e two certified  copies of exce rpts  from minu tes of the meeting of our Board of D irec tors  held  on May 15,1959.
These excerpts should  have  been sen t to you with the  le tte r of Jun e 5, 1959 signed by ou r Board of Directors.

Yours very truly, .
Mildred Pendergrass, Vice President.

“The comment concern ing Deferred Compensation Contra ct was  discussed, and  motion made by Dr. Hicks th at  the mat ter be referred to the Execu tive Committee and the  attorney for fu rthe r study and  that  they rep ort  to  the Board  at  an  ear ly date.  Motion seconded and car ried .”
I, Ludie Cornwell, Secreta ry of Fi rs t Federal  Savings and Loan Association of Atla nta,  cert ify th at  the  above is a tru e and  correct copy of excerpts from minutes  of meeting of the  Board  of Directors held on May 15, 1959.

Ludie Cornwell, Secretary.

August 14,1959.Mr. P hi lip J. Mank,
Supervisory  Agent , Federal H ome Loan  Bank Board,Greensboro, N.C.

Dear Mr. Mank : Enclosed herewith is evidence of the  actio n taken as requested in your Supervisory le tte r of  April 29th, par agr aph  3.Yours very truly ,
George W. West, Jr.

“Mr. Johnson subm itted  a new secu rity  deed which he had  prepared which omit ted the  word “agen t” from the  paragraph  per tain ing  to fire insuranc e as recommended by the Exec utive  Committee on April 23, 1958. He sta ted  the deed was sho rter and contained other changes, not per tain ing  to insurance, which were made for clar ity.  The  Pre sident  sta ted  he had reviewed each pa rt of it in conference with  Mr. Johnson , other operations officers and the  appraiser, and upon recommendat ion of Mr. Johnson, believed it to be an improvement. After a review of the ins tru me nt and  discussion, motion was made  by Mr. Stelling that  the new secu rity  deed be approved and put  into  operat ion. Motion seconded and  carri ed.”
I, Ludie  Cornwell, Secreta ry of Fi rs t Federal  Savings and  Loan Association of Atl anta, cert ify th at  the above is a tru e and  correct copy of exce rpt from minutes of meeting of Board of Directors  of the  Association held on Fridav, August 7, 1959.

Ludie Cornwell, Secretary.August 14, 1959.
o
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